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I) INTRODUCTION 

The Fixed Income Money Market & Derivatives Association of India (FIMMDA) was established in May 1998 and 
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formally inaugurated by Dr. Y.V. Reddy, Deputy Governor, Reserve Bank of India, on June 3, 1998. On August 
29, 1998, FIMMDA held its first Extraordinary General Meeting and elected its Board of Directors. 

The spirit with which FIMMDA has been formed was to enable the major principals in the Fixed Income and 
Money Market, to form an organisation through which they could collectively express their views on market 
development. FIMMDA is a Section 25 Company but its objective, was to function more like a Self Regulatory 
Organisation (SRO). One of the main objects as mentioned in its AOA was to recommend and implement healthy 
business practices, ethical code of conduct, standard principles and practices to be followed by the members in 
their dealing of securities. 

It is thus believed that a clear understanding of market conventions, practices and high levels of integrity by the 
individuals concerned in the market are a vital cornerstone of a healthy market. In its endeavor to help market 
players maintain a high level of integrity FIMMDA had published the first edition of the Handbook in September 
'99. 

The views of the various market participants, members of FIMMDA on the old handbook were sought and the 
need was felt for a revised version of the handbook in light of the various changes which has taken place. In view 
of the changes in the market place like introduction of Negotiated Dealing Screen (NDS), setting up of a central 
counterparty in settlement of the GOI security segment like Clearing Corporation of India Limited, introduction of 
new products in the market like Floating Rate Bonds, Separated Trading in Registered Interest and Principal 
Securities (STRIPS), the Handbook is revised. 



II) APPLICABILTY OF THE HANDBOOK 
To whom does the Handbook apply 

The handbook is applicable to all fixed income and money market players who are - 

i. NDS members, 

ii. Members of CCIL-FIMMDA's Market Practices And Conventions will be applicable for settlement of 
transactions of CCIL unless otherwise covered under separate bye laws of CCIL 

Mi. Others market players, who do not fall in any one of the above mentioned categories. 

Which Products does the Handbook deal with 

The handbook covers all the current products traded in Fixed Income, Money Markets and the Derivatives 
Markets. In the derivatives market, only Interest Rate Swaps and Forward Rate Agreements are covered. For the 
other derivative products like options, futures, conventions as formulated by the Foreign Exchange Dealers 
Association of India (FEDAI), which deals with the Foreign Exchange market is to be followed. 

III) GENERAL PRINCIPLES 

• All Principals and Brokers shall maintain the highest standards of conduct so as to enhance the reputation 
of these markets. 

• All participants must ensure that any individual who commits on behalf of the institution is acting within 
approved authorities. 

• Institutions must ensure that the individuals acting on their behalf are fully trained and completely aware of 
the rules and regulations, conventions, practices and the markets in which they deal. 

Role of organizations Dealing on their own Account(Principals) 



http://wwwintreasury.com/parse.pl?pl=fimmda3andbook&htm=fimmda3andbook&ruid... 6/29/2006 



FIMMDA 



Page 3 of 88 



• All Principals are responsible for associated counterparty risk. 

• The settlement of all deals happens through their own accounts. 

• Principals must ensure that they have the proper infrastructure in terms of experienced people, 
communications, an independent back office for operations and risk management. 

Dealing Hours 

The dealing hours will be from 9:00 a.m. to 5:30 p.m. from Monday to Friday and from 9:00 a.m. to 1 :00 noon on 
Saturday. NDS also has the same trading session timings. 

Market Participants should recognize the fact that in case of the deals are concluded late in the evening then 
there is also a possibility of the deal date and the contract note date as per broker being different. 

Off-Premise Dealing 

As a practice participants should refrain from dealing off-premises. Participants should deal only from their normal 
place of dealing i.e. from their respective dealing rooms/office as the case may be .As a part of risk control 
measures most market participants have installed recording systems in their respective offices/dealing rooms to 
ensure that in case of any discrepancy in a deal with a counter party or the unwillingness of the counter party for 
honoring the deal , the participant has proof of the said deal and that any discrepancy can be checked by 
replaying the tapes/cassettes as the case may be. 

There may be occasions where the dealer may have to deal off-premise. In such case the dealer / official should, 
prior to dealing, inform the counterparty about dealing off-premises. Management should also satisfy themselves 
that there was sufficient cause for dealing off-premises. The fact that the deal has been done off the premises 
should also be recorded in the deal confirmation or orther relevant records. 



Holiday Calendar 

For the list of holidays for the current year please refer to our website www.fimmda.org 



IV) PRODUCTS 

1. Call Money, Notice Money 

Call Money is essentially a money market instrument wherein funds are borrowed / lent for a tenor of one 
day/overnight (excluding Sundays/holidays). 

Notice Money is an instrument where the tenor is more than 1 day and less than 1 5 days. 

• Interest to be calculated on a actual / 365 - day basis. 

• The calculation of accrued Interest will be = FV*D/365*R/100. Where FV - Face Value, R - Rate of Interest 
and D - No of days. 

• Interest to be payable be rounded off to the nearest rupee. 
For formats of the various Deal Slips : 
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• Deal Settlement Sheet Call Money/Notice Money /Term Money -Fresh Borrowing /Lending. Refer 
Annexure I (a). 

• Deal Settlement Sheet Call Money/Notice Money /Term Money -Reversal of Borrowing /Lending. Refer 
Annexure I (b). 

• Deal Settlement Sheet Call Money/Notice Money /Term Money -Deposit Receipt. Refer Annexure I (c). 



Settlement 

The receiver of funds will collect the cheque and give the receipt. The same procedure should be followed on the 
reversal of the deal. Usually a RBI cheque is given for call money transactions for non-bank participants and PDs. 
Bank participants use inter-bank cheques. 

In case of an unscheduled holiday 

Please refer Annexure II 

1 . Inter - bank Term Money : 

Money lent for a fixed tenor of 1 5 days and more is called Term Money. 

o Premature cancellation after 14 days can be done by mutual consent on mutually agreed terms. 

o No loan / Overdraft can be granted against Inter - Bank Term Money. 

o Periodicity for payment of interest Quarterly / Half Yearly/ on redemption as agreed to. 

o TDS - in case of borrowings from PDs/ non-exempted clients as per Section 1 94 of IT Act. 

o In case of Maturity of Term Money falling on a holiday the repayment will be made on the next 

working day paying additional interest for such period on the amount borrowed (principal only) at the 

contracted rate. 



For formats of the various Deal Slips: 

Please refer the Call Money section 
3) Bill Rediscounting Scheme: 

BRD is the method of financing working capital through trade bills arising out of supply of goods/services, 
discounted with commercial banks either drawn by the seller or the drawee buyer, rediscounted by Banks/PD's. 

• Interest is to be calculated on 365 days a year basis. Interest to be calculated on a rear-end basis and 
rounded off to 

the nearest rupee. The interest is normally termed as discount. 

• Amount payable to the borrower should be the principal amount less the discount. 

• On maturity the borrower would repay the rear-ended amount. 

• Amount is arrived on every Rs 100 and rounded off to the fourth decimal place. 
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Example : 

Transaction Amount: Rs. 10,00,00,000/-( Rupees Ten Crores ) 

No. of Days: 45 days 

Rate of Interest: 10.25% p a. 

Interest: Rs 100 * No. of days * Rate of Interest/ (365 * 100) 

i.e. 1 00 * 45 * 1 0.25/(365 * 1 00) = Rs. 1 .2637 

= Rs(1 0,00,00,000* 1.2637)=. 12,63,700/- ( rounded off) 

Amount payable : = Transaction Amount - Interest 

i.e. ( 10,00,00,000 - 12,63,700 )= Rs. 9,87,36,300/- 

Amount to be repaid on maturity = Rs. 10,00,00,000/- 

For formats of the Deal Slips : 

For the treatment of the BRD if the maturity date the falls on a holiday as per the Nl Act 

Please refer Annexure III 

In case of an unscheduled holiday 

Please refer Annexure II 

4) Commercial Paper 

Commercial Papers are unsecured short-term borrowings by Corporates, FIs, PDs, having a maturity of 15 days 
to one year. They are issued subject to minimum of Rs 5 lakhs and in multiples of Rs. 5 lakh thereafter. 

• Interest is calculated on actual number of days / 365 day year basis. 

• Interest to be calculated on a Front -ended basis. 

• Price to be calculated upto a maximum of four decimal places and . 

• For detailed guidelines on Commercial Paper, please refer Annexure IV. 

Case 1 : In case yield is given then : 

Price = 1 00 

(1 + Yield* No. of days to maturity/365/1 00 ) 
Case 2: In case price is given then ; 

Yield = (100-Price) * 365*1 00/(Price * No. of Days to maturity) 
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For the format of the Deal Slip: 

For the format of the Deal Settlement Slip, please refer Annexure I (d). 



DELIVERY 



Delivery would generally be on a payment basis where the issuer / seller sends the documents to the buyer. 
However, the practice of "delivery upon clearance of buyer's check" is also prevalent, and is considered 
acceptable in case of payment by high value cheque. 

In case of an unscheduled holiday 

Please refer Annexure II 



5) Certificate of Deposit (CD): 

A CD is a document of title to a time deposit. CDs are discounted instruments issued by banks and eligible 
financial institutions. They are freely transferable from one to another by endorsement and delivery. CDs are 
always traded at a spread over a Treasury Bill of the same maturity as the investor carry some credit risk which is 
not associated with T-Bills. 

• Interest is calculated on actual number of days / 365 day year basis. 

• Interest to be calculated on a Front-ended basis. 

• Price to be calculated upto a maximum of four decimal places and rounded off to the 4 th decimal place. 

• Buyback of CD is not permitted. 

• Deposit/Loan against a CD is also not permitted. 

Case 1 : Refer Commercial Paper Case 1 
Case 2: Refer Commercial Paper Case 2 
For the format of the Deal Slip: 

For the format of the Deal Settlement Slip please refer Annexure l(e). 
DELIVERY 

Delivery would generally be on a DVP basis with the seller sending the documents to the buyer. However, the 
practice of "delivery upon clearance of buyer's check" is also prevalent, and is considered acceptable in case of 
payment other than inter bank/RBI cheque. 

In case of an unscheduled holiday 

Please refer Annexure II 
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6) Inter Bank Participation Certificate (IBPC): 

IBPC are short-term debt instruments whereby a bank, which is the lender of funds, purchases a part of the 
advances of a particular client/ set of clients of the borrowing bank. IBPCs are of two types. One is with risk and 
another one is without risk to the lender. In case of IBPC with risk, the borrowing bank will reduce the amount 
borrowed from its advances while the lending bank will add this amount to its credit portfolio. In case of without 
risk sharing arrangement, the lending bank will show the amount as advances to the banking system and the 
borrowing bank will show the same as borrowing from the banking system. Therefore in such cases, the amount 
borrowed will be included in NDTL. These instruments are neither transferable nor prematurely redeemable partly 
or fully by the issuing bank except in situations mentioned in Circular No OPR/52-00(PC)/313 dated January 
9,1989 issued by Indian Bank's Association 

The investor and the issuer of an IBPC have to be a Commercial Bank. The Bank should comply with all 
provisions stated in captioned circular issued by IBA. It is not available for trading in the secondary market. 

7) Central Government Securities: 

Currently the outstanding GOI securities in the market except Treasury Bills are all dated securities. GOI Dated 
Security (GDS) is a coupon bearing debt instrument issued by the Government of India, through RBI. The 
instrument is in the nature of a bond, transferable by executing an instrument of transfer. This coupon can be a 
fixed or a floating rate. In a Floating rate bond the interest is indexed to some reference index, which may be the 
yield on Treasury bill, the Bank Rate or the MIBOR etc. These instruments give a variable rate, a characteristic 
that allows both the issuer and the investor to share the risk inherent in a changing interest rate scenario. 



• Interest to be calculated on a 30 day month / 360 day year basis. For detailed guidelines on calculation of 
the broken period interest on GOI securities/other approved SLR securities, please refer Annexure V 

• Prices in the secondary market to be quoted upto a maximum of four decimal places and in multiples of Rs. 
0.0025. 

e.g. Rs. 1 00.4350 or Rs. 1 01 .21 25 but not Rs. 1 02.3745 or Rs. 
103.5018 

• Firm quotes should be for a minimum amount of Rs.5 Crores and in multiples thereof. The lot size should 
be consistent with the minimum deal size. 

Deal Slip: 

For the Format of the deal slip please refer Annexure I (f) 
In case of an unscheduled holiday: 
Please refer Annexure II 
Settlement: 

Deal confirmation must be exchanged between the buyer and the seller. Such confirmation can be electronic also 
bearing digital signature. Usually, the seller will deliver the SGL to the buyer. Delivery date and the time of the 
deal should be mentioned on the deal slip. In case of deals done/or reported on the NDS no deal confirmation is 
necessary. 
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8) Treasury-Bill: 

Treasury Bills are short term GOI Securities issued by the Govt of India. They are issued for different maturities 
viz. 14-day, 28 days (announced in Credit policy but yet to be introduced), 91 days, 182 days and 364 days. 14 
days and 182 days T-Bills have been discontinued. 

• The calculation of the price and yield is same as that in Commercial Paper. Please refer the section of 
Commercial Paper for details. 

Deal Slip: 

For the Format of the deal slip please refer Annexure I (g) 
In case of an unscheduled holiday: 

Please refer Annexure II 



General Comments for G-Secs and T-Bills 

• No sale transactions should be put through without actually holding the security in its investment account 
i.e under no circumstances, a market player should hold an oversold position in any security. However, 
banks successful in the auction of primary issue of Government securities may enter into contracts for sale 
of the allotted securities in accordance with the terms and conditions as per Annexure VI. 

9) Ready Forwards: 

The commonly used term for a ready forward is a repo. A Repo deal is one where eligible parties enter into a 
contract with another to borrow money at a pre-determined rate against the collateral of eligible security for a 
specified period of time. Currently repo can be done both in G-secs as well as in Treasury Bills. The legal title of 
the security does change. The motive of the deal is to fund a position. Though the mechanics essentially remain 
the same and the contract virtually remains the same, usually in case of a reverse Repo deal the underlying 
motive of the deal is to meet the security / instrument specific needs and not to lend money. 



o Ready forward contracts shall be settled through the Subsidiary General Ledger Account of the 
participants with Reserve Bank of India at Mumbai only 

o No sale transactions should be put through without actually holding the securities in the portfolio 

o The purchase / sale prices under the arrangement should be in alignment with the proximate, 
market prevalent on the date of the original transaction for relevant securities. 

o Immediately on sale, the corresponding amount should invariably be deducted from the investment 
account of the bank and its SLR assets for the entire period of holding by the 
purchasers /counterparty 

o Cash-flow calculations of repo interest should be rounded off to the nearest rupee . 

o The first leg clean price of the underlying security should not exceed 4 decimal places whereas the 
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second leg clean price should be not more than 8 decimal places. 
In case of an unscheduled holiday: 
Please refer Annexure II 
Deal Slip: 

For the Format of the deal slip of a repo deal and its reversal for both the G-secs as well as Treasury Bills please 
refer Annexure I (h), I (i),l(j) and l(k). 



Accounting of repo transactions: 

Internationally, the following two ways of accounting for a repo transaction can be done. 

1 . Secured Borrowing/Lending: Here the transaction is treated like secured borrowing and lending. 

2. Buy/Sell transaction: Here the repo transaction is treated like a buy and subsequent sale transaction. 

RBI will be issuing guidelines for Repo accounting shortly. FIMMDA will prescribe standardized documentation for 
Repos, in consultation with RBI shortly. 

10) Bonds and Debentures: 

A security that obligates the issuer to repay the principal amount upon maturity and to make specified interest 
payments over specified time intervals to the holder. The issuer can be a corporate, PSU body or the 
Government. A bond/debenture is a debt obligation; the bond/debenture holder is a lender to the issuer and there 
is no ownership position. 

Market Convention: 

• Interest to be calculated on actual number of days and 365-day year basis. 

• Prices to be quoted upto a maximum of four decimal places. In terms of yield, it is quoted upto two decimal 
places. 



Allotment Advice - Market player may receive Allotment Advices in respect of securities bonds / debentures 
subscribed to /purchased, in case the issuing institution is not able to issue the scrip or letter of allotment 
immediately. For trading on allotment Advices, the seller should ensure the tradability of the Advices in 
consultation with their legal counsel before undertaking trading transactions. Such Advices should also be 
subjected to verification of authenticity, safe custody and keeping proper record/account etc. The buyer should be 
made aware about the allotment advice before concluding the deal. 

In case of an unscheduled holiday: 

Please refer Annexure II 

11) Zero Coupon Bonds (ZCB): Also known as Discount Bonds, these bonds are so called on account of the fact 
that these do not bear any coupon and are issued at a discount to face value. By character they typically match a 
Treasury bill. The return on these bonds is the annualised difference between the bond's face value and the issue 
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price. For the Circular on the Tax Treatment of STRIPS, please refer Annexure VII. 

12) Capital Indexed Bonds are instruments offered by Government of India to protect / hedge investors principal 
against inflation. The bond is normally configured as xx% Capital Indexed Bond YYYY. The XX% coupon is 
basically the inflation adjusted real rate of return. The investor would continue to get a xx% semi-annual coupon 
and on maturity, the principal redeemed would be equal to the product of index ratio and the principal. The index 
ratio may be arrived at by dividing the Current / Reference WPI by the Base WPI (Reference WPI/Base WPI) 



13) Securitization: 

The process leads to creation of financial instruments that represent ownership interest in, or are secured by a 
segregated income, producing asset or pool of assets. These assets are generally secured by real estate (MBS), 
but in some cases are unsecured (like credit card debt, consumer loans) (ABS). 

Securitization offers a medium by which the loans, mortgages and other assets of any institution can be converted 
in to transferable securities and sold in the market thereby enabling utilization of the proceeds for further credit 
expansion. 

There are five basic steps in a process of Securitization through Special Purpose Vehicle (SPV): 

• Assets, which are suitable for securitization process are to be selected. 

• A SPV is created to hold the title to the assets underlying the securities, which are proposed to be issued. 

• The originator or holder of the assets assigns specific rights in respect of the assets (which could be either 
existing or future assets) to the SPV. 

• The SPV with the help of an investment banker, issues securities, which are distributed to investors 
through the primary or secondary market. 

• The SPV pays the 'originator' out of the contribution raised by the SPV. 
The main parties to a Securitisation transaction are: 

• The Originator: is the entity on whose books the assets to be securitized exist. It is the primary mover of 
the deal as it sets up the necessary structures to execute the deal. It sells the assets on its books and 
receives the funds generated from such sale. 



• The SPV: The issuer also known as the SPV is the entity, which buys the assets (to be securitized) from 
the Originator. The SPV is typically a low-capitalized entity with narrowly defined purposes and activities 
and usually has independent trustees/directors. 

• The Investors: The Investors may be in the form of individuals or institutional investors like Fl's, Mutual 
Funds, Provident Funds, Pension Fund, Insurance companies etc. They buy a participating/undivided 
interest in the total pool of receivables and receive their payment in the form of interest and principal as per 
agreed pattern. 

Besides these three primary parties other parties involved in a securitization deal are as under: 

• The Obligator 

• The Rating Agency 
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• Administrator or Servicer 

• Agent and Trustee 

• Structurer 

FIMMDA is working on documentation and related aspects of securitization such as CRAR, Valuation etc. The 
final guidelines will be related to the market after consultation with RBI. 

14) BANKERS RECEIPT 

Bankers Receipt (BRs) is a Receipt given by the bank on semi-security paper signed by the authorized 
signatories of the bank acknowledging sale of the securities speicifed therein by the bank through BR the 
seller confirms that the secutiries will be held in trust on behalf of the buyer by the bank and also 
undertakes to deliver the securieits specified therein to the counter party (whose name BR is issued). 



Guidelines followed in case of Issue/Acceptance of BR's 

a. BR's can be issued and accepted by banks. PD's can only accept BR and not issue them as per the 
Circular No 2049A/03.64.00/99-2000 dated December 31 ,1 999 

b. Use of Bank Receipt or similar receipt should not be issued under any circumstances in respect of 
transactions in Government securities for which SGL facility is available. 

c. BR should only be accepted and issued in respect of securities where SGL facility is not available only 
under the following circumstances: 

i) The scrips are yet to be issued by the issuer and the 

seller is holding allotment advice 

ii. The security is physically held at a different center and the seller is in a position to physically 
transfer the security and give delivery thereof within a short period 

iii. The security has been lodged for transfer / interest payment and the seller is holding necessary 
records of such lodgements and will be in a position to give physical delivery within a short period. 

d. Authenticity of BR's - A system for verification of the authenticity of the BR's received from the counter- 
party and confirmation of authorized signatories should be put in place. 

e. BR's should be in the standard form as prescribed by IBA. BR's should be issued on semi-security paper in 
the standard 

format, serially numbered and signed by two authorized officials of the bank, whose signatures are 
recorded with 

other banks. There should be a control system in place to 
account for each BR form. 

f. No issue of BR with another BR : No BR or similar receipt should be issued on the basis of a BR held by 
the Bank/PD and no transaction should take place on the basis of mere exchange of BR's held by the 
Bank/PD 

g. BR's could be issued covering transactions relating to banks' own Investments Accounts only, and no BR 
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should be issued by banks covering transactions relating to either the Accounts of Portfolio Management 
Scheme (PMS) Clients or Other Constituents' Accounts, including brokers. 



h. No BR should remain outstanding for more than 15 days. 

i. A BR should be redeemed only by actual delivery of scrips and not by cancellation of the transaction / 
setting off against another transaction. 

j. Separate register of BR's received should be maintained and arrangements should be put in place to 
ensure that these are systematically followed up by liquidated within the stipulated time limit. 

k. The banks should also have a proper system for the custody of unused B.R. Forms and their utilization. 
The existence and operations of these controls at the concerned offices/departments of the bank should be 
reviewed, among others, by the statutory auditors and a certificate to this effect may be forwarded to RBI, 
DBS, CO, every year. 

I. Any violation of the instructions relating to BR's would invite penal action from RBI, which could include 
raising of reserve requirements, withdrawals of refinance facility from Reserve Bank and denial of access 
to money markets. The Reserve Bank may also levy such other penalty as it may deem fit in accordance 
with the provisions of the Banking Regulation Act, 1949. 



15) OIS/IRS: 
TENOR 

The Overnight Index Swap (OIS) is an INR interest rate swap where the floating rate is linked to an overnight / call 
money index. The swap will be flexible in tenor i.e. there will be no restriction on the tenor of the Swap. The 
interest would be computed on a notional principal amount and the swap would settle on a net basis at maturity. 

Terms Used: 

DAY COUNT 

Unless stated otherwise, the swap shall be assumed to have a day count basis of Actual / 365. 
VALUE / START DATE FOR A TRANSACTION 

Unless stated otherwise, all deals struck will have a start date with value "tomorrow" i.e. the next day for which 
INR settlement holds good. 



RATE FIXING NOTICE 

Since the benchmark for the OIS swap will be widely disseminated and easy-to-access, rate-fixing notices will not 
be exchanged between the counter-parties daily. However, one-day prior settlement the daily rate-fixing data for 
the entire period of the deal will be exchanged between the counter-parties. In addition, for swaps with maturity 
greater than three months, daily rate fixing data will be exchanged on a quarterly basis. Also, as mentioned later 
in 7.6 on the day(s) when the principal index is unavailable, a substitute index will be employed. On such day(s) 
exchange of rate-fixing data will be mandatory. 
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SETTLEMENT 

Final settlement will be at maturity. However, counter parties may bilaterally agree to exchange interim cash flows 
at predetermined time periods, such as, monthly, quarterly, etc. The settlement amount will be the net of interest 
amounts due/receivable as per calculations set out in the example. 

BENCHMARK 

The FIMMDA-NSE MIBOR will be the benchmark. In the case of day(s) where the FIMMDA-NSE MIBOR is not 
available, either due to the dissolution of the index or otherwise, the Reuters 9.45 a.m. MIBOR will act as a 
substitute. In such cases, separate rate fixing notice would be sent. It may be noted that regardless of the center 
where the deal is transacted, the benchmark and the holiday calendar for the purposes of computation of interest 
streams will be as that in Mumbai. 

If both the FIMMDA-NSE and Reuters MIBOR benchmarks are not available on a particular day due to market 
disruption, then the benchmark rate prevailing on the previous working day would apply. If, however, the 
benchmarks cease to exist, the benchmark may be changed to a mutually acceptable overnight index. If the 
counter parties fail to arrive at a mutually acceptable benchmark, the swap will be terminated. For termination, the 
swap would be valued by replacing the floating rate benchmark with FIMMDA determined term rate. To determine 
rates for broken period, it is suggested that simple interpolation of the FIMMDA rates would be used. 

QUOTING CONVENTIONS 

The fixed rate will be the reference for quoting. Suppose a counter-party quotes 9.25 / 9.75 as the two-way for a 
one-month OIS swap. It would be implied that the counter-party is willing to pay a fixed-rate of 9.25% in exchange 
for receiving the floating-rate benchmark (with no spread) for the same period. Or, on the other hand, it would be 
willing to pay the floating-rate benchmark (with no spread), and receive a fixed rate of 9.75% in return. 



SETTLEMENT DATE CONVENTION 

For the settlement date, the modified following business day convention shall be observed. This implies that if the 
original maturity date falls on a holiday, the swap would get extended and settlement shall take place on the 
following working day. 

In case of a Unscheduled Holiday 

Please refer Annexure II 

INTEREST COMPUTATION METHODOLOGY 

The computation of the interest on the fixed leg would be done assuming that the fixed rate quoted is a nominal 
rate. The floating rate being an overnight rate would be compounded every Mumbai business day. This implies 
that the interest would be compounded on a daily basis except when there is a holiday. In case of a holiday, the 
interest would be computed on simple interest basis for the holiday and the preceding Mumbai business day. This 
is best illustrated by means of an example. 

Example - 1 -week swap: 

Bank A is a fixed rate receiver for INR 1 0 Crores, tenor one week at 5% and Bank B is a floating rate receiver. 
The overnight call money rates (NSE mid rate) on the 7 days are as per the table below: 

On Day 8 Bank B should pay Bank A interest of INR 95,890 (10,00,00,000 * 5% *7/365) and Bank A needs to pay 
bank B interest of INR 1 08,265 as per the calculation shown : 
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NSE Mid 
rate 

Floating 
Index (in %) 


Notional 
Principal 
Amount (NPA) 


Floating 

Rate 

Interest 


NPA+ 

Compounded 
Interest @ 
MIBOR Rates 


NPA+ Simple 
Interest 
@Fixed Rate 


Day 1 


6.50 


100,000,000 


17,808 






Day 2 


5.00 


100,017,808 


13,701 






Day 3 


3.00 


100,031,509 


8,222 






Day 4 












Day 5 & 6 
(Sat & 
Sun) 


7.00 


100,053,435 


38,377 






Day 7 


6.00 


100,091,812 


16,453 


100, 108,265 


100,095,890 



They will simply settle the difference i.e. Bank A will pay INR 12,375 to Bank B. 



DOCUMENTATION 

Master Agreement: It is recommended that the counter-parties sign ISDA master agreement before entering into 
the swap. A FIMMDA suggested format for schedules to the master agreement are available at FIMMDA's office 
for use by members. 

Standard Template of Confirmation: Exchange of deal confirmations will be mandatory. A FIMMDA suggested 
format for confirmation note would be made available for reference. 

The clauses contained in the signed documents, viz. Master agreements and its schedules will supersede the 
market conventions and guidelines recommended by FIMMDA in case of disputes arising between the two 
counter-parties. Further, any or all of the guidelines and/or market conventions will be subordinate to one / more 
specific clauses contained in the confirmation-of-contract note exchanged between the two counter-parties for the 
purposes of the subject deal. 



MINIMUM NOTIONAL PRINCIPAL AMOUNT 

It is expected that the minimum notional principal amount for which market makers will stand committed to their 
two-way quote is INR 50 million. 

DISSEMINATION OF MARKET INFORMATION ON OIS RATES 

FIMMDA would take the initiative to have Reuters set up a page to provide up-to-date information on the two-way 
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quotes of market makers. Market makers are requested to update their pages at regular intervals. 

NOTE: It may be noted that, the suggested FIMMDA guidelines are intended to bring in uniformity and 
standardization in the market and does not intend to restrict the freedom of the parties to bilaterally decide terms 
and conditions different than as suggested above. 

V) Dealing Procedures & Principles 

Deals done in the products mentioned above should be conducted on the basis of this Handbook. 

While this Handbook is designed for the Indian markets, its provisions may extend beyond the Indian shores, for 
example where a firm deals with an overseas counterparty in Indian debt. As far as possible deals in Indian debt 
and derivatives markets done with overseas counterparties should confirm to conventions followed in India and 
the counterparty should be made aware of them in advance to avoid possible confusion and dispute. 



PROCEDURES - PRELIMINARY NEGOTIATIONS OF TERMS 

Dealers should clearly state at the outset, prior to a transaction being executed, any qualifying conditions 
to which the deal will be subjected. 

Typical examples of qualifications include where a price is quoted subject to the necessary credit approval, limits 
available for the counterparty, inability to conclude a transaction because offices of the member in other centers 
are not open. This should be made known to the broker and the potential counterparty at an early stage and 
before names are exchanged. 

FIRMNESS OF QUOTATION 

Dealers, whether acting as principals, agent or broker, have a duty to make absolutely clear whether the prices 
they are quoting are firm or merely indicative. Prices quoted by brokers should be taken as indicative unless 
otherwise qualified.A dealer quoting a firm price or rate either through a broker or directly to a potential 
counterparty is committed to the deal at that price or rate in a marketable amount provided the counterparty name 
is acceptable. Generally, prices are assumed to be firm as long as the counterparty or the broker is on line. 
Members shall clearly indicate if the price is withdrawn. 

In volatile markets, or when news is expected, dealers quoting a firm price or rate should indicate the length of 
time for which their quote is firm. The price or the rate is usually for the marketable amount. If the quote is not for 
a marketable quantity, the dealer / broker should qualify the same while submitting the quote. 

A significant part of the volume transacted by brokers relies on mandates given by dealers acting on behalf of 
principals. The risk that the principal runs is that such an offer could get hit after an adverse market move has 
taken place. Because of this risk, most market participants do not give mandates. However, in the interest of 
faster price discovery and more liquid markets, mandates could be encouraged. The Association hence, lays 
down the guidelines so that mandates can be given with minimal risk of adverse movements. 

The broker is expected to use the mandate in order to "advertise" the principal's interest to the entities that the 
broker expects will have an interest in the price. Generally the broker is free to show the price to entities he 
deems fit, but members have the right to expect that if a smaller set is defined, the broker will adhere to it. 

Mandates shall generally be for a period of 10-15 minutes unless otherwise specified. 
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Brokers are expected to assist the Principal by checking from time to time to ensure that the mandate is still 
current. 

The broker shall reveal the name of the entity offering the mandate when a counterparty is firm to deal at the 
mandate price. The broker will then call the member who offered the mandate and confirm the deal. In absence of 
any significant market movement, the member who has offered the mandate is expected to adhere to it. In case 
the price is not adhered to, it is the responsibility of the member who had offered the mandate to explain why the 
mandate is no longer valid. It is required of the member that the mandate price be withdrawn before the Broker 
reveals the counterparty name. The only exception to this is when the counterparty name is not acceptable. 



The Principal should call the broker if he wishes to withdraw the mandate before its expiry. 
There is no question of withdrawal of quote after the broker concludes the deal. 
CONCLUDING A DEAL 

Dealers should regard themselves as bound to honour a deal once the price, name acceptability, credit 
approval and any other key commercial terms have been agreed. Oral agreements/contracts are 
considered binding on all the parties concerned. 

Where quoted prices are qualified as being indicative or subject to negotiation of commercial terms, members 
should normally treat themselves as bound to honour the deal at the point where the terms have been agreed 
without qualification. Oral agreements are considered binding; the subsequent confirmation is evidence of the 
deal but should not override terms agreed orally. Making a transaction subject to documentation is not good 
practice. In order to minimise the likelihood of disputes arising once documentation is prepared, dealers should 
make every effort to clarify all material points quickly during the oral negotiation of terms, and should include 
these in the confirmation. In special cases, dealers may consider it prudent to specify that the transaction is 
subject to documentation. 

Where brokers are involved, members have the right to expect that the broker will make them aware immediately 
on conclusion of the deal. As a general rule a deal should be regarded as having been 'done' where the dealer 
positively acknowledges the broker's confirmation. It is expected that a broker shall not assume that a deal is 
done without oral confirmation from the dealer. This should be done on line. 



PASSING OF NAMES BY BROKERS 

It is good practice for dealers not to seek the names of the counterparty before transacting and for brokers not to 
divulge the names prematurely. Dealers and brokers should at all times treat the details of transactions as 
absolutely confidential to the parties involved. 

To save time and confusion, dealers should wherever practical give brokers prior indication of counterparties with 
whom, for whatsoever reason, they would be unwilling to do business. In all their transactions, brokers should aim 
to achieve a mutual and immediate exchange of names. 

In the repo markets, it is accepted that members may vary the price depending on the counterparty. Hence it is 
acceptable for the member to require predisclosure of the counterparty. In the case of instruments like CDs and 
CPs, where the seller may not be the same entity as the issuer, the broker shall first disclose the issuer's name to 
the potential buyer. The name of the buyer shall be disclosed only after the buyer has accepted the seller's name. 
The seller has the right to refuse the buyer. 
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BACK OFFICE FUNCTIONS 

Personnel back office functions should be functionally separate from those in the front office. Persons who 
conclude trades must not be involved in the confirmation or settlement of deals. This does not prevent back-office 
personnel from seeking assistance from front-office in terms of counterparty contact telephone numbers, the 
important principle being functional segregation of duties between the front office and back office. 

ORAL CONFIRMATIONS 

Firms should ensure that they have a proper procedure in place, which at the minimum ensures the following. 

• Deals recorded by the trader are confirmed independently by the back-office. All confirmations should 
include the date of the deal, the name of the counterparty and all other details of the deal. It is considered 
good practice to also confirm all settlement details, even when some of these details are always the same. 

• The back office must respond promptly to confirmations received for which they do not have a 
corresponding trade. It is proper to first check with the front office to ensure that no deal has been missed. 
They should then advise the back office of the counterparty promptly of the absence of the trade. 



• A discrepancy between a confirmation and significant details of the trade, and even the existence of a 
trade, should be brought to the attention of the management. Management should satisfy themselves of 
the genuineness and accuracy of the trade. It is important that discrepancies should be sorted out promptly 
within a few minutes of the deal. 

Lack of response should not be construed as acknowledgment. 

Written confirmations 

The confirmation provides a necessary final safeguard against dealing errors. Confirmations should be dispatched 
and checked promptly, even when oral deal confirmations have been undertaken. The issue and checking of 
confirmations is a back-office responsibility, which should be carried out independently from those who initiate 
deals. A confirmation of each deal must be sent out without delay. This is particularly essential if dealing for same 
day settlement. As a general rule all participants of the wholesale markets should have or be aiming to have, in 
place the capability to dispatch confirmations so that they are received and can be checked within a few hours of 
when the deal was struck. Where the products involved are more complex, and so require more details to be 
included on the confirmation, this may not be possible; nevertheless it is in the interest of all concerned that such 
deals are confirmed as quickly as is practicable. It is recommended that principals should inquire about 
confirmations not received within the expected time. 

All confirmations should include the trade date, value date, the name of the counterparty and all other details of 
the deal, including where appropriate the commission charged by the broker. It is accepted practice for principals 
to confirm directly all the details of transactions arranged through a broker; the broker independently sends a 
contract/transaction confirmation to both counterparties. It is vital that principals check confirmations carefully and 
immediately upon receipt so that discrepancies can be quickly revealed and corrected. 

For deals done/reported on the NDS no written confirmations need to be exchanged. If deal to deal confirmation 
reports are generated by the system and if the users are required to keep a hard copy of such reports even if they 
are not manually signed by the counter parties it would amount to Memorandum of Agreement or record of 
agreement and would attract stamp duty under the provisions of article 5 (bank) of the Bombay Stamp Act. 
Further provisions of article 43 (g) could also get attracted. Hence, based on the solicitors opinion we have 
advised member bank to get MIS report generated for the transactions done on NDS or reported to NDS during 
the day depending on the parameters like outright sale / purchase, repo etc., if they so desire. 
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As a general rule, confirmations should not be issued by or sent to and checked by dealers. This is a back- office 
function. Where dealers do get involved in these procedures they should be closely monitored. 

RATE SCAN FOR OFF-MARKET DEALS 

Market Players shall not deal at rates which are not market related. Management should ensure that proper 
procedures are in place to ensure this. 

• A proper procedure to monitor the deals, which are outside the market, related rate-band; usually this 
would be because of extraordinary volatility, or because the amount of the deal is small, and transactional 
costs have been loaded into the price. 

In any case, the back-office will ensure that the Management is aware of this exception. Management must satisfy 
themselves that this exception is for legitimate and comprehensible reasons. 

SETTLEMENT OF DIFFERENCES 

If all the procedures outlined above are adhered to, the incidence and size of differences should be reduced. 
Mistakes, however, do occur, and they should be identified and corrected promptly. Failure to observe these 
principles could leave those responsible bearing the cost, without limit on the size or duration, of the difference, 
which arise. Where difference in payments arise because of errors in the payment of funds, firms should not 
attempt undue enrichment by retaining the funds. In case funds are retained then compensation terms should be 
negotiated between the counterparties. Non-standard settlement instructions should be checked very carefully 
and any discrepancies identified promptly upon receipt, and notified directly to the counterparty, or to the broker. 



BROKERAGE 



o The role of a broker is to bring together counterparties for a fee. However, the charges are freely 
negotiable between principals and brokers. Firms should pay brokerage bills promptly. 

o Members should have a written policy covering the empanelment of brokers. It is a good practice to 
review the panel of brokers at least annually. 

o When brokers are acting as intermediaries, they are not expected to act as principals or in a 

discretionary capacity, even momentarily. Where the broking company is acting on its own account, 
it is expected to declare that it is dealing as a Principal before negotiating the trade. 

o If a deal is put through with the help of a broker the role of the broker should be restricted to that of 
bringing the two parties to the deal together. 

o While negotiating the deal the broker is not obliged to disclose the identity of the counter party only 
on conclusion of the deal he should disclose the counter party and his contract note should clearly 
indicate the name of the counter party. 

o On the basis of the contract note disclosing the name of the counter party the settlement of deals 
between banks viz both fund settlement and delivery of security should be directly between the 
banks and the broker should have no role to play in the process. 
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o Transactions between two counter parties should not be put through the broker's accounts. The 
brokerage on the deal payable to the broker, if any(if the deal was put through with the help of a 
broker) should be clearly indicated on the notes/memorandum put up to the top management 
seeking approval for putting through the transaction and separate account of brokerage paid, 
broker-wise should be maintained. 



o For the detailed note on Brokers Turnover please refer Annexure VIII. 
VOICE RECORDING : 

Experience has shown that recourse to voice recorder proves invaluable to the speedy resolution of differences 
and disputes. Members who do not tape all their front office conversations should review this management policy 
and introduce the system as soon as possible. When initially installing tape equipment, or taking on new clients or 
counterparties, firms should inform them that conversations will be recorded. 



• Tapes should be kept for at least three months. Tapes relating to disputed transactions should be retained 
until the problem has been resolved. 

• Management should ensure that access to taping equipment and tapes, whether in use or in store, is 
strictly controlled so that they cannot be tampered with. 



CONFLICTS OF INTEREST 

It is possible that dealers may wish to make personal investments in the products covered by this Handbook. 
Management should formulate a Personal Investment Policy and ensure adherence of the same. The following 
should be considered. 



• Where the investments are part of a primary public offer, the dealers are free to make investments as they 
see fit. 

• In the event the dealer buys on his account from counterparties who have a relationship with his 
organisation, the dealer must advise management of the trade. 

• Management must satisfy itself of the bonafides of the transaction. This includes confirmation that the deal 
is transacted at a market price, and that purchases result in delivery with a view to invest and not 
immediate re-sale for short-term profit. To the extent possible, management must confirm that purchases 
are in line with the dealers personal worth as known to them. 

Tax Deducted At Source (TDS) 

Tax at Source is deducted on interest received on corporate bonds and debentures depending on the taxable 
status of the entity receiving the interest. The problems associated with it are: 

a. At the financial year-end the issuer accrues the interest and deducts tax at source thereon and issues the 
TDS certificate to the entity holding the debenture as on that day. But the entity that buys the debenture, 
from the entity holding the security during the financial year, does not get the total interest that he is 
entitled to get on the coupon date, as the Tax has been deducted at the year-end. 

b. In case of the securities being sold in a shut period and they do not get registered in the name of the buyer 
and the seller gets the interest on the coupon date. 
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c. In case of securities sold before shut period but the buyer could not get it transferred in his name due to 
some problem. 



Sale of bond/debenture, 'ex-interest' is not a recognized practice in the Indian Debt market. 

In case (a) mentioned above, the buyer gets the interest (net of TDS) as well as the TDS certificates, which 
makes good for the gross interest amount receivable and hence the buyer can account for the TDS in his 
book of accounts. In cases (b and c) mentioned above the person receiving the TDS certificate in its name 
should debit the same to his advance tax account and pay the gross amount of interest to the person who 
is supposed to have received the total interest amount on coupon date. Certificate issued by issuer of 
bond / debenture is non-transferable/ assignable. 



VI) MARKET TERMINOLOGY 

A. NDS User group has accepted following as MONEY MARKET TerMINOLOGY 

1 . Below mentioned are the commonly used expressions and their generally accepted meanings used by 
money market dealers in India. 



Expressions 


Generally accepted meaning 


1 D i*-J / Dim 

i bio / buy 


The Price at which 1 am willing to buy 


1 Offer / Qoll 

i vjner / oen 


i ne rrics ai wnicn i am wining 10 sen 


Quotes / Prices 


Typically the Dealers quote only the decimal places 
omitting the integer part. It is assumed the integer part in 
the prevailing market price is known to the players. 

Example: 1 

If on a given day the security 1 1 .40 GOI 2008 is being 
quoted at around 1 1 7.50 then the bid at 45 / offer at 55 
would mean that the dealer is willing to buy the security 
at 117.45 and sell it at 117.50. 

Example: 2 

If on a given day the T Bill maturing on 1 8 th October 
2002 is being quoted at around 6.90 then the bid at 95 / 
offer at 90 would mean that the dealer is willing to buy 
the security at 6.95 and sell it at 6.90. 

However the complete price should be used while 
confirming deals. 


Mine 


I Buy at the Price you have offered 


Yours 


I Sell at the Price you have bid 


Close / Done 


I conclude the deal at the mutually agreed Price. 
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Two -Way quote 


Quote which includes both Buy and Sell price 

Example: 45/50 indicates that the dealer is willing to buy 
at say 1 1 7.45 and sell at 1 1 7.50. 


Choice - Quote 


Choice Quote is a single price quoted by a dealer and it 
means that he/she is willing to Buy as well as Sell at that 
price. 

Example: A Quote of '5 Choice' for a security means that 
the dealer will buy as well as sell at 5 paise. 


Final Price 


No more negotiations. It is the price at which the dealer 
is willing to close the deal. 


Level / Indicative Price 


Prices quoted by dealers to indicate the level at which 
they are interested in doing the deal but are willing to 
negotiate. 


Big Figure 


The integer part of the price. 

Example: If the ruling price of a security Sis 1 1 7.50, then 
the Big Figure here is 1 1 7. 


Figure 


Price when quoted in integers without the decimal part is 
known as Figure. 

Example: When the dealer is willing to deal 1 1 .40 GOI 
2008 at 1 1 7.00 ( when the ruling quote is 
1 1 6.95/1 1 7.05 ), he will state that he is willing to do the 
deal at Figure. 


Check 


"Check" during chat means that the dealer is withdrawing 
his/her quote with immediate effect. 


Check Before Closing (CBC) 


"CBC" means that the dealer has the freedom to modify 
the price and/or amount during the chat. Hence, the 
counter-party dealer should seek confirmation before 
concluding the deal. 


Pass / No interest / Squared 


I am not interested in the deal at the moment. 


Referring to securities during chat 


Dated Government Securities are generally identified by 
their coupon and year of maturity. In case of securities 
having identical coupons in the same year of maturity, 
the actual nomenclature should be used to differentiate 
them. 

Example: 

11.50 08, 11.50 10 

1 1 50 fiOl ?01 1 1 1 50 ROI ?01 1 A 

Treasury Bills, CPs and CDs should be referred to using 
their date of maturity and the actual nomenclature should 
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be used for confirmation. 
Example: 

TB 18/10/02, 364D TB Maturing on 18/10/02 

ACC Maturing on 20/12/01 , Confirmation calls for full 
particulars. 

SBI Maturing on 20/02/02, Confirmation calls for full 
particulars. 


Same day value/ Value today 


Settlement to be effected at "t + 0." 


TOM / Value TOM / Value 't + n' 


TOM and Value TOM mean that the settlement will be 
done on the next settlement date. 

Value 't + n' means that settlement will be done on n th 
settlement day after the deal date (excluding holiday(s) 
observed by RBI, Mumbai). 


Quantum / Amount 


It will be assumed that the quote is for the standard 
market lot of Rs.5 crs. unless otherwise explicitly stated. 


1 to borrow clean 


The dealer intends to borrow cash clean (without 
collateral). 


1 to borrow under Repo 


The dealer intends to borrow cash against the collateral 
of securities. 


1 to lend clean 


The dealer intends to lend cash clean (without collateral). 


1 to lend under Repo 


The dealer intends to lend cash against the collateral of 
securities. 



Given below could be a typical conversation between dealers during negotiation: 



Bank A calls Bank B 



Bank 


Terminology used 


Meaning 


Bank A 


1 1 .40/08 for 25crs 


Bank A is asking Bank B for a 2 way quote on 1 1 .40% 
maturing 2008 for a total amount of Rs. 25 crs Face 
Value for settling today. 


Bank B 


12/18 for 15 crs 


Bank B has given a price to buy at 1 17.12 and to sell 
at 1 1 7.1 8 and the quote is valid for Rs.1 5 crs only. 


Bank A 


Any improvement, me to 
buy 


Bank A tells Bank B that he is looking to buy but at a 
lower price. 


Bank B 


17 for you 


Bank B is willing to reduce the price for the buyer to 
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117.17. 



Bank A 



Done / Close 



Bank A concludes the deal 



Bank B Confirmed, Bank B sells 

11.40% 08 15 Crs value 
today at 11 7.1 7 to Bank A 



Bank B confirms the deal specifying security, amount, 
price, settlement date and counterparty 



B)SWAP MARKET TERMINOLOGY 

Some of the expressions used in the interest rate swaps market are as below (apart from the typical expressions 
given above). 



Expressions 


Their Generally Accepted Meaning 


OIS ( Overnight Index Swaps ) 


Overnight Indexed Swaps benchmarked typically 
against NSE MIBOR rates 


Two way Quote 


A two way quote in the OIS parlance would 
mean that the dealer is ready to Pay and 
Receive Fixed Rate. The quote should also 
specify the tenor. If not otherwise specified the 
NSE Overnight MIBOR should be taken as the 
Bench Mark. 

Example: A quote of " 7.60 / 7.70 for 2 months " 
indicates the dealer's willingness to Pay a Fixed 
Rate of 7.60% and to Receive a Fixed Rate of 
7.70% per annum for a period of 2 months. 


Mine / 1 receive 


I receive the Fixed Rate quoted against paying 
the Floating benchmark 


Yours / 1 pay 


I pay the Fixed Rate quoted against receiving 
the Floating benchmark. 


Two way quote 
e.g. 7.65/7.75 


Bank is willing to pay 7.65% fixed against the 
floating benchmark and willing to receive 7.75% 
fixed against the floating benchmark 



Parameters (by default) 


Market Lot 


Rs. 5 Crores 


t + 0 


Deals entered up to 13.00 hours 
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t + 1 


Deals entered after 13.00 hours 


OIS Benchmark 


Overnight NSE MIBOR 



VII) GLOSSARY 

• Types of Auctions 

• Multiple Price Based or French Auction: Under this method, all bids equal to or above the cut-off price 
are accepted. However, the bidder has to obtain the treasury bills at the price quoted by him. This method 
is followed in the case of 364days treasury bills and is valid only for competitive bidders. 

• Uniform Price Based or Dutch auction: Under this system, all the bids equal to or above the cut-off price 
are accepted at the cut- off level. However, unlike the Multiple Price based method, the bidder obtains the 
treasury bills at the cut-off price and not the price quoted by him. This method is applicable in the case of 
91 days treasury bills only. 

Competitive Bids 

Competitive bids can be submitted by any person or institutions like, banks, financial institutions, Primary Dealers, 
firms, companies, corporate bodies, institutions and trusts in India. 

Non Competitive Bids 

There is a provision to accept non- competitive bids in respect of all treasury bills auctions. State Governments, 
Provident Funds and Nepal Rashtra bank are allowed to submit non-competitive bids in the case of 91 days 
treasury bills. 

In the case of 364 days treasury bills however, only State Governments can participate as non-competitive 
bidders. The Reserve Bank of India participates as a non-competitive bidder in the auction. The unsubscribed 
portion of the competitive bids also devolves on the Reserve Bank of India. In the case of non-competitive bids, 
only the amount is indicated. They do not indicate any price. All the non-competitive bids are accepted at the 
weighted average price of the competitive bids. 

For the first time in India, RBI announced retailing of Gol securities in the forthcoming auction on January 14,2001 
by accepting non-competitive bids upto 5% of the notified amount of the auction. Participants in the retailing of 
Gol securities are individuals, HUFs, firms, companies, corporate bodies, institutions, provident funds, trusts and 
any other entity prescribed by RBI. As the focus is on the small investors lacking market expertise, the Scheme 
will be open to those who 

a. do not have current account (CA) or Subsidiary General Ledger (SGL) account with the Reserve 
Bank of India 

b. do not require more than Rs.one crore (face value) of securities per auction 

As an exception, Regional Rural Banks (RRBs), Urban Cooperative Banks (UCBs) and Non-banking Financial 
Companies (NBFCs) can also apply under this Scheme in view of their statutory obligations. However, the 
restriction in regarding the maximum amount of Rs. one crore per auction per investor will remain applicable. 

The participants can submit their bid through a Bank/PD. The bank or the PD can recover upto six paise per 
Rs.100 as commission for rendering this service to their clients. The bank or the PD can build this cost into the 
sale price or it can recover separately from the clients. 
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The minimum amount for bidding will be Rs.1 0, 000 (face value) and in multiples in Rs.1 0,000. 

Advantages of the non-competitive bidding facility 

1 . The non-competitive bidding facility will encourage wider participation and retail holding of 
government securities. 

2. It will enable individuals, firms and other mid segment investors who do not have the expertise to bid 
competitively in the auctions. 

3. Such investors will have fair chance of assured allotments at the rate, which emerges in the auction. 

PDs and banks will furnish information relating to the Scheme to the Reserve Bank of India as and when called 
for. RBI can also review the guidelines. If and when the guidelines are revised, RBI will notify the modified 
guidelines. 

Trading Strategies: 

(a) BUY AND HOLD A buy and hold strategy can be described as a passive strategy since the 
Treasury bills once purchased, would be held till its maturity. The salient features of this strategy are 

i) Return is fixed or locked in at the time of investment itself. 

ii) The exposure to price variations due to secondary market fluctuations is eliminated. 

There is no risk of default on maturity. 

(b) BUY AND TRADE 

This strategy can also be described as an active market strategy. The returns on this strategy are 
higher than the buy and hold strategy as the yield can be optimized by actively trading the treasury 
bills in the secondary market before maturity. 

Forms of Instruments commonly traded in Money Market 

Promissory Note- Commercial Paper/Certificate of Deposit/Bonds in the form of Ussance Promissory Note 
(UPN)/BRD. 

Book Entry Form- Relief Bonds/Bonds of Fl's like IDBI, NHB, NABARD, SIDBI, EXIM Bank etc 

PSU Bonds- are bonds which are issued by companies registered under section 617 of the Companies Act 1964, 
The State Government or Central Government which have a share transfer form is a specified format. 

Debenture-Securities issued by corporates, which are transferable by registration by a debenture transfer form. 

A Call Option attached to a security gives the issuer the right to redeem the security on the call option date. i.e. 
the issuer can redeem the security before its maturity on the call option date. 

Whereas a Put Option is the option where the Investor has the right to ask for redemption of the security before 
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the maturity of the security. But in both the cases the options are rights in the hand of the issuer/investor as the 
case may be but never an obligation. 

Annexure 1(a) 

NAME OF THE INSTITUTION 

DEAL SETTLEMENT SHEET 
CALL MONEY / NOTICE MONEY / TERM MONEY 
FRESH - BORROWING / LENDING 

Deal No : Time : 00.00 
Deal Date: dd-mm-yyyy 
Value Date : dd-mm-yyyy 
Counterparty : 

Rate (per annum) : 000.00 % Number of Days : 
Principal Amount : Rs. 0000,00,00,000.00 
Interest Amount :Rs. 0000,00,00,000.00 

Tax Deducted at Source:Rs. 0000,00,00,000.00 TDS % : 00.00 % 

Reversal Amount :Rs. 0000,00,00,000.00 

Mode of Settlement : RBI Cheque / Banker's Cheque 

Date of Reversal : dd-mm-yyyy 

Authorised Signatories 

PAN Number : 

Call Deposit Receipt No.: 
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Cheque No. : 

The settlement of the deals, in Fixed Income, Money Market & Derivatives are subject to FIMMDA's Market 
Convention irrespective of the fact that the counter party is a member of FIMMDA or not. 

Annexure 1(b) 

NAME OF THE INSTITUTION 

DEAL SETTLEMENT SHEET 
CALL MONEY / NOTICE MONEY / TERM MONEY 
REVERAL OF BORROWING / LENDING 

Deal No : Date of Reversal: dd-mm-yyyy 
Original Deal ID : Date : dd-mm-yyyy 
Counterparty : 

Rate (per annum) : 000.00 % Number of Days : 000 
Principal Amount : Rs. 0000,00,00,000.00 
Interest Amount :Rs. 0000,00,00,000.00 

Tax Deducted at Source:Rs. 0000,00,00,000.00 TDS % : 00.00 % 

Reversal Amount :Rs. 0000,00,00,000.00 

Mode of Settlement : RBI Cheque / Banker's Cheque 

Authorised Signatories 
PAN Number : 
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Call Deposit Receipt No.: 
Cheque No. : 

The settlement of the deals, in Fixed Income, Money Market & Derivatives are subject to FIMMDA's Market 
Convention irrespective of the fact that the counter party is a member of FIMMDA or not. 

Annexure 1(c) 

NAME OF THE INSTITUTION 

CALL MONEY / NOTICE MONEY / TERM MONEY 
DEPOSIT RECEIPT 

Deal No : Issue Date: dd-mm-yyyy 
Due Date : dd-mm-yyyy 

Received Rs. (amoount) ( in words) from (Name of the Counterparty) as call money / notice money / term 
money for (no. of days) at (rate) percent per annum. 

The amount will be repaid together with interest, less tax deducted at source, on the due date. 

Repayment Amount : Rs. 0000,00,00,000.00 

(borrower) 

Authorised Signatories 

The receipt is non-transferable. Repayment will be will be made only if this receipt is surrendered duly 
discharged. No premature withdrawals permitted. 

Received Rs. (repayment amount) by cheque no. dated 

dd-mm-yyyy drawn on (Bank name & Branch). 

(discharge) 

(lender) 

Date : (repayment date) Authorised Signatories 

The settlement of the deals, in Fixed Income, Money Market & Derivatives are subject to FIMMDA's Market 
Convention irrespective of the fact that the counter party is a member of FIMMDA or not. 

Annexure 1(d) 

NAME OF THE INSTITUTION 
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DEAL SETTLEMENT SHEET 
COMMERCIAL PAPER 
(Outright Transaction) 

Deal No : Time : 00.00 hrs. 

Deal Date: dd-mm-yyyy Value Date : dd-mm-yyyy 

Nature of Transaction : (sale/purchase) Mode of Delivery : 

Counterparty : 

Nomenclature : ISIN : 

Issuer: 

Credit Rating: Agency: 
Issue Date: Maturity Date: 
Residual Maturity: Days 
Yield : 000.0000 % 
Price : 00.0000 % 

Face Value : Rs. 0000,00,00,000.00 
F.V. x Price : Rs. 0000,00,00,000.00 
Total Consideration : Rs. 0000,00,00,000.00 
Market Type : BSE/NSE/Direct Broker : 

Brokerage : 

Issuing & Paying Agent : 

(Address & Tel.nos.) 

Authorised Signatories 

PAN Number : 

Cheque Number : 

Certificate nos. : 

Number of certificates : 

Face Value of each certificate : Rs. 
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Counterparty Acknowledgement : 

The settlement of the deals, in Fixed Income, Money Market & Derivatives are subject to FIMMDA's Market 
Convention irrespective of the fact that the counter party is a member of FIMMDA or not. 

Annexure 1(e) 

NAME OF THE INSTITUTION 
DEAL SETTLEMENT SHEET 
CERTIFICATE OF DEPOSIT 
(Outright Transaction) 

Deal No : Time : 00.00 hrs. 

Deal Date: dd-mm-yyyy Value Date : dd-mm-yyyy 

Nature of Transaction : (sale/purchase) Mode of Delivery : 

Counterparty : 

Nomenclature : ISIN : 

Issuer: 

Credit Rating: Agency: 
Issue Date: Maturity Date: 
Residual Maturity: Days 
Yield : 000.0000 % 
Price : 00.0000 % 

Face Value : Rs. 0000,00,00,000.00 
F.V. x Price : Rs. 0000,00,00,000.00 
Total Consideration : Rs. 0000,00,00,000.00 

Market Type : BSE/NSE/Direct Broker : 
Brokerage : 

Issuer Particulars : 
(Address & Tel.nos.) 
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Authorised Signatories 

PAN Number : 

Cheque Number : 

Certificate nos. : 

Number of certificates : 

Face Value of each certificate : Rs. 

Counterparty Acknowledgement : 

The settlement of the deals, in Fixed Income, Money Market & Derivatives are subject to FIMMDA's Market 
Convention irrespective of the fact that the counter party is a member of FIMMDA or not. 

Annexure 1(f) 

NAME OF THE INSTITUTION 
DEAL SETTLEMENT SHEET 
DATED GOVERNMENT SECURITIES 
(Outright Transaction) 

Deal No : Time : 00.00 hrs. 

Deal Date: dd-mm-yyyy Value Date : dd-mm-yyyy 

Nature of Transaction : (sale/purchase) Mode of Delivery : 

Counterparty : 

Constituent : 

Nomenclature : ISIN : 

Maturity Date: Last IP Date: 

Face Value : Rs. 0000,00,00,000.00 

Price : 000.0000 % Yield : 000.0000 % 

F.V. x Price : Rs. 0000,00,00,000.00 

Accrued Interest : Rs. 0000,00,00,000.00 Accrued Days: 

TDS amount : Rs. 0000,00,00,000.00 TDS %: 

Total Consideration : Rs. 0000,00,00,000.00 
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Market Type : BSE/NSE/Direct Broker : 
Brokerage : 

Authorised Signatories 

PAN Number : 
SGL/Cheque No. : 

Form reference no.: (in case of physicals) 
Counterparty Acknowledgement : 

The settlement of the deals, in Fixed Income, Money Market & Derivatives are subject to FIMMDA's Market 
Convention irrespective of the fact that the counter party is a member of FIMMDA or not. 

Annexure 1(g) 

NAME OF THE INSTITUTION 
DEAL SETTLEMENT SHEET 
TREASURY BILLS 
(Outright Transaction) 

Deal No : Time : 00.00 hrs. 

Deal Date: dd-mm-yyyy Value Date : dd-mm-yyyy 

Nature of Transaction : (sale/purchase) Mode of Delivery : 

Counterparty : 

Constituent : 

Nomenclature : ISIN : 

Residual Maturity: Days 

Yield : 000.0000 % 

Price : 00.0000 % 

Face Value : Rs. 0000,00,00,000.00 
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F.V. x Price : Rs. 0000,00,00,000.00 

Total Consideration : Rs. 0000,00,00,000.00 



Market Type : BSE/NSE/Direct Broker 
Brokerage : 



Authorised Signatories 

PAN Number : 
SGL/Cheque No. : 

Form reference no.: (in case of physicals) 
Counterparty Acknowledgement : 

The settlement of the deals, in Fixed Income, Money Market & Derivatives are subject to FIMMDA's Market 
Convention irrespective of the fact that the counter party is a member of FIMMDA or not. 

Annexure 1(h) 

NAME OF THE INSTITUTION 
DEAL SETTLEMENT SHEET 
DATED GOVERNMENT SECURITIES 
(Repo Transaction) 

Deal No : Time : 

Deal Date: dd-mm-yyyy 

Value Date : dd-mm-yyyy 

Nature of Transaction : (sale/purchase) Mode of Delivery : 

Counterparty : 

Constituent : 

Nomenclature : ISIN : 

Maturity Date: Last IP Date: 

Face Value : Rs. 0000,00,00,000.00 Margin %: 
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FV for Settlement : Rs. 0000,00,00,000.00 
Price : 000.0000 % 

F.V. S x Price : Rs. 0000,00,00,000.00 

Accrued Interest : Rs. 0000,00,00,000.00 Accrued Days: 

TDS amount : Rs. 0000,00,00,000.00 TDS %: 00.00 

Total Consideration : Rs. 0000,00,00,000.00 

Repo rate (per annum) : 000.00% Repo days : 0 

Repo Interest : Rs. 0000,00,00,000.00 

TDS Amount : Rs.0000,00,00,000.00 TDS % : 

Reversal Amount : Rs.0000,00,00,000.00 Reversal Price : 

Market Type : Broker : 

Brokerage : 

Authorised Signatories 
PAN Number : 
SGL No : 

Counterparty Acknowledgement : 

The settlement of the deals, in Fixed Income, Money Market & Derivatives are subject to FIMMDA's Market 
Convention irrespective of the fact that the counter party is a member of FIMMDA or not. 



Annexure I (i) 

NAME OF THE INSTITUTION 
DEAL SETTLEMENT SHEET 
DATED GOVERNMENT SECURITIES 
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(Repo Reversal Transaction) 
Deal No : Time : 00.00 hrs. 

Original Deal Date: dd-mm-yyyy Value Date : dd-mm-yyyy 

Nature of Transaction : (sale/purchase) Mode of Delivery : 

Counterparty : 

Constituent : 

Nomenclature : ISIN : 

Maturity Date: Last IP Date: 

Face Value : Rs. 0000,00,00,000.00 Margin %: 

FV for Settlement : Rs. 0000,00,00,000.00 

Reversal Price : 000.0000 % 

F.V.S x Rev. Price : Rs. 0000,00,00,000.00 

Accrued Interest : Rs. 0000,00,00,000.00 

TDS on Acc Interest : Rs. 0000,00,00,000.00 TDS %: 00.00 

TDS on Repo interest: Rs. 0000,00,00,000.00 TDS %: 00.00 

Total Consideration : Rs. 0000,00,00,000.00 

Repo rate (per annum) : 000.00% Repo days : 0000 

Repo Interest : Rs. 0000,00,00,000.00 

Original Leg Amount : Rs.0000,00,00,000.00 

Original Leg Price : 000.0000% 

Market Type : Broker : 

Brokerage : 

Authorised Signatories 
PAN Number : 
SGL No : 

Counterparty Acknowledgement : 

The settlement of the deals, in Fixed Income, Money Market & Derivatives are subject to FIMMDA's Market 
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Convention irrespective of the fact that the counter party is a member of FIMMDA or not. 
Annexure I (j) 

NAME OF THE INSTITUTION 
DEAL SETTLEMENT SHEET 
TREASURY BILLS 

(Repo Transaction) 

Deal No : Time : 00.00 hrs. 

Deal Date: dd-mm-yyyy 

Value Date: dd-mm-yyyy 

Nature of Transaction : (sale/purchase) 

Mode of Delivery : 

Counterparty : 

Constituent : 

Nomenclature : ISIN : 

Residual Maturity: Days 

Yield : 000.0000 % 

Price : 00.0000 % 

Face Value : Rs. 0000,00,00,000.00 Margin %: 

FV for Settlement : Rs. 0000,00,00,000.00 

Price : 000.0000 % 

F.V.S x Price : Rs. 0000,00,00,000.00 

Total Consideration : Rs. 0000,00,00,000.00 

Repo rate (per annum) : 000.00% Repo days : 0000 

Repo Interest : Rs. 0000,00,00,000.00 

TDS Amount : Rs.0000,00,00,000.00 

TDS % : 00.00 



http://wwwintreasury.com/parse.pl?pl=fimmdaJian^ 6/29/2006 



FIMMDA 



Page 37 of 88 



Reversal Amount : Rs.0000,00,00,000.00 
Reversal Price : 00.00000000% 
Market Type : Broker : 
Brokerage : Rs.0,00,000.00 
Authorised Signatories 
PAN Number : 
SGL/Cheque No. : 

Form reference no.: (in case of physicals) 
Counterparty Acknowledgement : 

The settlement of the deals, in Fixed Income, Money Market & Derivatives are subject to FIMMDA's Market 
Convention irrespective of the fact that the counter party is a member of FIMMDA or not. 

Annexure l(k) 

NAME OF THE INSTITUTION 
DEAL SETTLEMENT SHEET 
TREASURY BILLS 

(Repo Reversal Transaction) 
Deal No : Time : 00.00 hrs. 

Original Deal Date: dd-mm-yyyy Value Date : dd-mm-yyyy 

Nature of Transaction : (sale/purchase) Mode of Delivery : 

Counterparty : 

Constituent : 

Nomenclature : ISIN : 

Residual Maturity: Days 

Yield : 000.0000 % 

Reveral Price : 00.0000 % 

Face Value : Rs. 0000,00,00,000.00 Margin %: 

FV for Settlement : Rs. 0000,00,00,000.00 
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F.V. S x Rev. Price : Rs. 0000,00,00,000.00 
TDS on Repo interest: Rs. 0000,00,00,000.00 
TDS %: 00.00 

Total Consideration : Rs. 0000,00,00,000.00 
Repo rate (per annum) : 000.00% Repo days : 000 
Repo Interest : Rs. 0000,00,00,000.00 
Original Leg Amount: Rs.0000,00,00,000.00 
Original Leg Price : 00.0000% 

Market Type : Broker : 
Brokerage : 

Authorised Signatories 
PAN Number : 
SGL No. : 

Counterparty Acknowledgement : 

The settlement of the deals, in Fixed Income, Money Market & Derivatives are subject to FIMMDA's Market 
Convention irrespective of the fact that the counter party is a member of FIMMDA or not. 

Annexure II: 

TREATMENT OF TRANSACTIONS DUE FOR SETTLEMENT ON AN UNSCHEDULED HOLIDAY. 

An Unscheduled Holiday can be declared because of the happening of two types of events. The categories of 
events can be: 

i. Events that could lead to total settlement transactions coming to a halt like due to general bandh / RBI 
strike / disruption of public utility services due to heavy rains etc. which would have impact on the overall 
system and would be common to all players at a particular place. 

ii. Events that could have impact on transactions entered into between few or a group of players. Eg. Strike of 
one bank / few banks / organizations participating in Money Market. This would pose settlement problem to 
the banks, PDs who would be counter party to the transactions entered with such player / group of players. 
Hence, the treatment of transactions due for settlement would be different. 

We give below, product wise treatment to be given to transactions. Because of the different types of events the 
treatment of the transactions has also been bifurcated. 

Note: No separate deal confirmation would be required, if these events are treated as an accepted market 
convention. 
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Category (i): 

FIMMDA & PDAI based on situations like general strike, disruption of public utility services, political disturbances, 
and after taking into consideration the status of clearing transactions, in consultation with select Market Players 
and (informal discussion with RBI) can decide about postponement of settlement of transactions in money, 
securities, and derivatives. Once such decision is taken it will be formally communicated through information 
service providers / wire agencies like Reuters, Bloomberg, MoneyLine Telerate etc. It would be also published on 
FIMMDA's website. It will be obligatory for all Money Market players to accept the decision of postponement of 
such deals, whether such a player is a FIMMDA member or not . Each deal in the Money Market would be subject 
to standard market practices and conventions prescribed by FIMMDA. 

a. Call Money : 

Settlement of second leg would be done at the contracted rate for the extended period of settlement. 
In other words, additional interest for one / more day/s would be payable at contracted rate on 
amount borrowed. Call Money transactions due for settlement on 1 st leg would get automatically 
cancelled as, transaction is by nature, overnight money. 

b. Notice Money / Term Money (Inter-Bank) : 

Where 1 st leg of the transaction could not be performed because of the above event, the contract 
would be deemed to have been done for settlement on the following working day for the same 
original period (number of days) and at same rate. In a way the other terms of the contract would 
remain unaltered. 

Banks, PDs do enter long term inter-bank transactions with payment terms like payment of interest 
like quarterly / half yearly. If such quarterly / half yearly interest is payable on such day it would be 
effected on the next working day without any other levy. 

Where the 2 nd leg of the transaction (Re-payment) could not be performed such extension in terms 
of re-payment would be at the applicable contracted rate as applicable on the date of such event. 



c. Bill Rediscounting (BRD): 

Issue of BRD (UPN): Where 1 st leg of the transaction could not be performed because of the above 
event, the contract would be deemed to have been done for the settlement on the following working 
day for the same period (in days) and at same rate. In a way all the other terms of the contract 
would remain unaltered. If due to postponement of the settlement of the 2 nd leg falls on a holiday, 
the due date / period would be extended such that the 2 nd leg falls on a normal working day. 

If redemption date happens to be unscheduled holiday : The holder of the BRD could be original 
lender or could be transferee / holder in due course. Where, the original lender holds the BRD on 
due date, the performance of 2 nd leg would be at contracted rear end rate of interest / discount i.e if 
BRD is contracted at 1 0% p. a front end and if rear end (effective) discount rate works to 1 0.25% p. a. 
In such a case, on face value of BRD, for additional 'day/days' (interest at 10.25 % p. a) would be 
payable to the holder / lender. 

If the holder is different from the first lender (secondary market purchase), the holder would not have 
authentic information about the rate at which the primary market deal was done between the first 
lender and promissor hence, it would be appropriate to settle the transaction at the previous working 
day's MIBOR(FIMMDA-NSE) for the additional day/s. 

d. Certificate of Deposit and Commercial Paper : 
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i. Primary Market Issuance : Where 1 st leg of the transaction primary market could not be 
performed because of the above event, the contract would be deemed to have been done for 
settlement on the following working day for the same period / original duration and at the 
same rate. In a way the other terms of the contract would remain unaltered. Thus, the due 
date would get extended. 

ii. Secondary Market Trade : In case of secondary market deals contract would be performed 
on the following working day at 'contracted rate of yield' (actual price to be worked as per 
market convention for every Rs.100/- up to four decimals - rounded off). Hence, the 
consideration would undergo a change. 

iii. Redemption : CDs and CPs due for redemption would be redeemed by the respective 
issuers by paying day/s interest at contracted interest / discount rate, if the holder is the first 
investor. If CD/CP is held by transferee (for secondary market trades) the issuer would pay 
the investor/holder in due course interest on the face value of the CD /CP at previous days 
MIBOR (FIMMDA-NSE) rate. The basis in all the above cases would be 365 days a year. 
This is similar to what has been stated for BRD. 

iv. Redemption on Saturday : Where the CDs and CPs are due for payment on Saturdays and 
if the holder of the paper is a non - bank entity (who cannot participate in inter - bank 
clearing) the holder cannot claim additional interest due to holder's inability to present / obtain 
the payment from issuer / IPA. However, the issuer might consider issuing the cheque a day 
in advance so as to enable the holder to present it, through its banker, in MICR Clearing 
(MICR Clearing is accounted for in the books of RBI as well as participating banks on the 
following working day). However, it is for the issuer of the cheque to ensure that the cheque 
is issued after HV timing so that the debit to the account of issuer takes place through MICR 
clearing only. The holders can consider presenting the CD or CP, on collection basis, through 
its banker for inter bank cheque. 



a. Inter Bank Participation Certificate (IBPC): Where 1 st leg of the transaction could not be 
performed because of the above event, the contract would be deemed to have been done for the 
following working day for the original period and same rate. In a way all the other terms of the 
contract would remain the same. Settlement of these transactions would be at contracted rate and 
interest for the delay in the settlement of 2 nd leg (repayment) would be at the contracted rate, on the 
face value (issue price) of the IBPC. There would not be any secondary market transactions in 
IBPC, as IBPCs are not transferable. 

b. Redemption of T-Bills / Zero Coupon Bonds: The member institution / Money Market Player 
would have anticipated the inflow in respect of the above government securities and made plans in 
respect of CRR. In the event of credit of the maturity proceeds to the investors/holders account on 
the following working day, there could be instances of CRR default by a bank. It may not be also 
possible for Reserve Bank of India, who is acting on behalf of Government of India, to compensate 1 
day's interest for the delayed period of redemption. Hence, Reserve Bank of India might consider 
cases wherever CRR is applicable to give benefit of the RBI balance products or to give value dated 
credit, if possible, to all the holders. 

c. Redemption of a dated G-Sec. - Procedure as above 

d. 'Pay-in7s for securities auctioned : Where the deal has been already contracted with Reserve 
Bank of India (as a counter party) for 'pay-ins' or auction of securities through OMO, RBI may 
consider collecting the coupon for the relevant period by number of days of delayed pay-in. (We 
understand from RBI that postponement of a coupon payment date or the due date of the security 
may not be feasible in view modification to original issue notification and other related matters). 

e. Outright sale of government securities contracted between the market players : The 

transaction would be settled taking the same clean price as the basis for working out the 
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consideration. However, the gross price / dirty price would undergo a change taking into account the 
accrued interest. The principle of computation of broken period interest, shut period would not 
undergo any change. If due to commencement of shut period (not exceeding 3 working days from 
the date of original settlement) the contracts are required to be settled ex-interest, such settlements 
also would be done at the contracted clean rate/price. Where the shut period exceeds three days (in 
respect of G-Secs (physical segment) any one of the parties to the contract would have option to opt 
out / cancel the contract and such opting out would result in termination of the contract which would 
be binding on the counter party. 

Parties to the contract are free to modify the contract on mutually acceptable terms and conditions. 

f. Repo Transactions / LAF Transactions : 

i. In respect of one day Repo / LAF : If the ready leg cannot be settled the transaction would be 
deemed to be automatically cancelled. Cases of SLR default / CRR default would be taken 
up by the members with RBI individually for taking a lenient view. 

ii. In respect of one day Repo : If the forward leg cannot be settled the settlement of forward leg 
could be extended to the following working day and the borrower of funds would pay interest 
to the lender of funds at the contracted rate of Repo interest for the resultant period of 
contract of Repo (including the extended period). The SGL for second leg will not be 
modified. Interest would be paid to the lender of money separately by a separate cheque. 

iii. In respect of Repo beyond one day duration (1 st Leg) : Where the transaction due for 
settlement on an unscheduled holiday could not be settled the settlement of first leg would be 
on the following working day for the original number of days at the contracted rate. That is the 
second leg would get extended by one day. 

iv. In respect of Repo beyond one day duration (2 nd Leg) : In case of postponement of 2 nd leg of 
the transaction, the SGL with 2 nd leg consideration worked out on the basis of 1 st leg of 
Repo, could be lodged, as it is. The difference amount payable by the borrower (Repoing 
Party) to the lender (Reverse Repo party) would be paid separately by way of cheque or 
other appropriate mode at Repo borrowing rate (basis actual / 365 days). RBI may re- 
consider the SLR/CRR default, if any, committed by borrower of funds due to postponement 
of the 2nd leg, on case-to-case basis. Where the Repo is settled through CCIL, CCIL would 
submit the details to counter parties towards their settlement obligations. 

g. Settlement of Transactions in Corporate Bonds / Debentures : As in the case of Government 
Securities the transactions due for settlement, would be settled on the following working day at the 
contracted rate. The gross consideration however, would undergo a change due to change in dirty 
price accrued interest / coupon. The broken period interest in respect of Bonds and Debentures is 
always actual / 365. The same principle would be applied for the extension of settlement. 



If the security enters into shut period, on the following working day, on which the settlement would 
have been otherwise done, it would be left to the market players, to mutually resolve or cancel the 
contract of sale/purchase. If one of the parties to the contract wants to terminate the contract due to 
long shut period (the shut period for corporate bonds / PSU Bonds is normally 21 to 30 days) it can 
do so. Parties to the contract can work out mutually acceptable terms. Due to TDS problem 
applicable to the corporate bonds / debentures (unless market recognizes practice of selling of such 
securities ex-interest) delivery of security in the shut period with a request to lodge securities for 
transfer after the expiry of shut period would not be feasible. 

h. Interest Rate Swaps / Forward Rate Agreements : Where the settlement cannot be done on the 
start date of the IRS / FRA the contract shall be deemed to have been extended by one day as 
regards the commencement and termination day, on the same terms and conditions. 
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Where the settlement of second leg cannot be performed on due date of the FRA / 
IRS, the contract shall be deemed to have been made for settlement on the following 
working day on same terms an conditions. Thus, the period of contract of IRS / FRA 
would get extended by such delayed settlement period. 

In respect of trades guaranteed for settlement by Clearing Corporation Of India (CCIL) the same norms would be 
applicable. 



Category (ii): 

As stated in the beginning of the note a strike / non-participation by a Bank / PDs / Institution or a group of Banks / 
Institutions etc., the counter party would find it difficult to settle the transactions. Hence, the treatment of 
transactions for such settlement etc. would not be the same as stated in category (i). It is possible that non- 
participating institution may not be FIMMDA member. It is possible that due to problem of the above nature one of 
the counter party would not be able to perform contractual obligations. Irrespective of the default of any such 
counter party the following would be applicable. No contract would get cancelled automatically due to failure of 
one of the contracting party unless parties to contract cancel / modify with mutual consent. Since, each deal in the 
Money Market would be subject to standard market practices and conventions prescribed by FIMMDA the market 
would follow the standard procedure stated here under: - 

a) Call Money/Notice Money: 

Settlement of second leg would be done at the current overnight MIBOR rate (FIMMDA-NSE) 
for the extended period of settlement. In other words, additional interest for one/more day/s 
would be payable at the contracted rate on amount borrowed. Call Money transactions due 
for settlement on 1 st leg would get automatically cancelled as, transaction is by nature, 
overnight money. 

a. Notice Money / Term Money (Inter-Bank) : Where 1 st leg of the transaction could not be 
performed because of the above, the contract would be deemed to have been done for settlement 
on the following working day for the same original period (number of days) and at same rate. In a 
way the other terms of the contract would remain unaltered. Banks, PDs do enter long term inter- 
bank transactions with payment terms like payment of interest quarterly / half yearly. If such 
quarterly / half yearly interest is payable on such day it would be effected on the next working day 
without any other levy. 

Where the 2 nd leg of the transaction (Re-payment) could not be performed such extension in terms 
of re-payment would be at the applicable contracted rate as applicable on the date of such event. 

b. Bill Rediscounting (BRD): 

Issue of BRD (UPN): Where 1 st leg of the transaction could not be performed because of the above 
event, the contract would be deemed to have been done for the settlement on the following working 
day for the same period (in days) and at same rate. In a way all the other terms of the contract 
would remain unaltered. 

If redemption date happens to be unscheduled holiday : The holder of the BRD could be original 
lender or could be transferee / holder - in - due - course. Where, the original lender holds the BRD 
on due date the performance of 2 nd leg would be at contracted rear end rate of interest / discount i.e 
if BRD is contracted at 10% p. a front end and if rear end (effective) discount rate works to 10.25% 
p.a. in such a case on face value of BRD, for additional 'day/days' interest at 10.25 % p. a would be 
payable to the holder / lender. 

If the holder is different from the first lender (secondary market purchase), the holder would not 
know the rate at which the primary market deal was done between the first lender and promissor 
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hence, it would be appropriate to settle the transaction at the MIBOR (FIMMDA-NSE) prevailing on 
the date/s of such extension/s for the additional day/s. 



c. Certificate of Deposit and Commercial Paper : 

1 . Primary Market Issuance : Where 1 st leg of the transaction primary market 
could not be performed because of the above event, the contract would be 
deemed to have been done for the following working day for settlement for the 
same period / original duration and at same rate. In a way the other terms of the 
contract would remain unaltered. Thus, the due date would get extended. 

2. Secondary Market Trade : In case of secondary market deals contract would 
be performed on the following working day at 'contracted rate of yield' (actually 
price to be worked as per market convention for every Rs.1 00/- up to four 
decimals - rounded off). Hence, the consideration would undergo a change. 

3. Redemption : CDs and CPs due for redemption would be redeemed by the 
respective issuers by paying day/s interest at contracted interest / discount rate, 
if the holder is the first investor. If CD/CP is held by transferee (for secondary 
market trades) the issuer would pay the investor/holder in due course interest 
on the face value of the CD /CP at the MIBOR (FIMMDA-NSE) rate prevailing 
on the date/s of such extension/s for such extended period. The basis in all the 
above cases would be 365 days a year. This is similar to what has been stated 
under BRD. IPAs may include a suitable clause in the IP agreement to provide 
for such payment of interest to the holder. 

In respect of CP Redemption where the payee / payee's banker is on strike and as a result, it could 
not collect / present the cheque or submit CP/CD for redemption, the issuer would not be liable to 
pay interest. However, in respect of the issuer's default (bank / corporate / 1 PA in respect of CP) if 
the redemption cannot be made on the due date the issuer would be liable for the compensation as 
stated above. 



d. Inter Bank Participation Certificate (IBPC): Where 1 st leg of the transaction could not be 
performed because of the above event, the contract would be deemed to have been done for the 
following working day for the original period and at the original rate. In a way all the other terms of 
the contract would remain the same. Settlement of these transactions would be at contracted rate 
and interest for the delay in the settlement of 2 nd leg (repayment) would be at the contracted rate, on 
the face value (issue price) of the IBPC. There would not be any secondary market transactions in 
IBPC as IBPCs are not transferable. 

e. Redemption of T-Bills / Zero Coupon Bonds: Since, the credit of dated securities is to be effected 
at Reserve Bank of India this transactions will go unaffected. 

f. Redemption of a dated G-Sec. - Procedure as above 

g. 'Pay-in'/s of security auctioned : since, the problem would not be common to all the concerned 
parties may be required to take up the matter with Reserve Bank of India for appropriate settlement. 



h. Outright sale of government securities contracted between the market players: The 

transaction would be settled taking the same clean price as the basis for working out the 
consideration. However, the gross price / dirty price would undergo a change taking into account the 
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accrued interest. The principal of computation of broken period interest, shut period would not 
undergo any change. If due to commencement of shut period (not exceeding 3 working days from 
the date of original settlement) the contracts are required to be settled ex-interest, such settlements 
also would be done at the contracted clean rate/price. Where the shut period exceeds three days (in 
respect of G-Secs (physical segment) any one of the parties to the contract would have option to opt 
out / cancel the contract and such opting out would result in termination of the contract which would 
be binding on the counter party. 

Parties to the contract are free to modify the contract on mutually acceptable terms and conditions, 
i. Repo Transactions / LAF Transactions : 

i. In respect of LAF: In respect of LAF transactions due for settlement in 2 nd leg the 
treatment of transaction would be decided by RBI and the same would be followed by 
the Bank / PD. In respect of first leg of transaction where the Bank / PD would have 
submitted bid the transaction would be required to be compulsory settled. 

ii. In respect of Market Repo (one day) 1 st leg : The deal would get cancelled unless 
otherwise agreed upon by the parties mutually. In the event the lender of funds has a 
SLR problem, the lender would cover the SLR by doing reverse repo with any other 
market participant. The cost differential if any would be borne by the counter party. 

iii. In respect of Market Repo (one day) 2 nd Leg : Where the transaction due for 
settlement could not be settled the transaction would be settled on the following 
working day without changing the gross consideration in the SGL, the borrowing party 
would pay the lender of money, one day's interest, at the respective day(s) MIBOR 
(FIMMDA- NSE) rate. 

iv. In respect of Repo beyond one day duration (2 nd Leg) : In case of postponement of 2 nd 
leg of the transaction, the SGL with 2 nd leg consideration worked out on the basis of 
1 st leg of Repo, could be lodged, as it is. The difference amount payable by the 
borrower (Repoing Party) to the lender (Reverse Repo party) would be paid separately 
by way of cheque or other appropriate mode at Repo borrowing rate (basis actual / 
365 days). RBI may re-consider the SLR/CRR default, if any, committed by borrower 
of funds due to postponement of the 2nd leg, on case-to-case basis. In respect of 
trades guaranteed by CCIL, CCIL would settle the deal and would change the costs to 
defaulting party as per the agreement the counter party has with CCIL. 

j. Settlement of Transactions in Corporate Bonds / Debentures: As in the case of Government 
Securities the transactions due for settlement, would be settled on the following working day at the 
contracted rate. The gross consideration however, would undergo a change due to accrued 
interest / coupon. The broken period interest in respect of Bonds and Debentures is always actual / 
365. The same principle would be applied for the extension of settlement. 

If the security enters into shut period, on the following working day, on which the settlement would 
have been otherwise done, it would be left to the market players to bilaterally resolve or cancel the 
contract of sale/purchase. If one of the parties to the contract wants to terminate the contract, due to 
long shut period, (the shut period for corporate bonds / PSU Bonds is normally 21 to 30 days) one 
can do so. 

Parties to the contract can also work out mutually acceptable terms. 

Due to TDS problem applicable to the corporate bonds / debentures (unless market recognizes 
practice of selling of such securities ex-interest) delivery of security in the shut period with a request 
to lodge securities for transfer after the expiry of shut period would not be feasible. 

a. Interest Rate Swaps / Forward Rate Agreements : Where the settlement cannot be done 
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on the start date of the IRS / FRA the contract shall be deemed to have been extended by 
one day as regards the commencement and termination day, on the same terms and 
conditions. 



Where the settlement of second leg cannot be performed on due date of the FRA / 
IRS, the contract shall be deemed to have been made for settlement on the following 
working day on same terms an conditions. Thus, the period of contract of IRS / FRA 
would get extended by such delayed settlement period. 

In respect of outright / Repo / Derivative contracts guaranteed for settlement by Clearing Corporation Of India 
(CCIL) the same norms would be applicable. 

Note: All market players may state a standard clause in all the deal confirmation papers / contracts that 
settlement of the deals, in Fixed Income, Money Market & Derivatives are subject to FIMMDA's Market Practices 
& Conventions. Thus, as a term of contract FIMMDA convention would be binding on all the parties to deal. 

Annexure III: 

BILL REDISCOUNTING-CLARIFICATION RECEIVED FROM RESERVE BANK OF INDIA 

As per the rules governing the Scheme, the BRD should be for minimum period of 15 days and maximum 90 
days. 

In the past there were instances where the 1 5 th day of 1 5 days of BRD had fallen on a holiday. 

As per section 25 of the Negotiable Instrument Act whenever the payment under a bill falls due on a holiday, 
declared under Negotiable Instrument Act such bill will be required to be redeemed on the immediate preceding 
working day. 

In respect of the bill falling due on 15 th day there was a confusion in the market whether to effect payment on 14 th 
day (as per Negotiable Instrument Act) or to pay on 16 th day by paying additional day's interest at contracted rate 
on the amount due on 1 5 th day. 

Market participants were not sure about the procedure to be followed as payment on 14 th day would amount to 
violation of the RBI norms pertaining to the minimum period of BRD. In case of non-payment on revised due date 
(in terms of Section 25) it would amount to default. 

Reserve Bank of India in its letter dated 6- November 2001 addressed to FIMMDA has clarified that payment can 
be made on the immediate preceding working day as per the provisions of Negotiable Instrument Act and such 
pre-payment on 1 4 ^ day would not be regarded as violation of RBI's guidelines on BRD. 

Market participants / Members may follow this with immediate effect. 



Annexure IV: 
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Commercial Paper (CP) 
Operational Guidelines Effective from 30 th June 2001 

(Few changes have been made to the old document, in consultation with RBI, after the same had been put 
on the web on June 29, 2001 . Therefore, if you have downloaded anytime before July 5,2001 you are 
requested to download this again.) 



RBI had assigned FIMMDA, the task of prescribing operational guidelines for smooth functioning of 
the CP Market in line with the international best practices. 

As per the Monetary and Credit Policy for the year 2001-2002 issued on April 19,2001 Banks, FIs, 
PDs, and SDs are required to make fresh investments in CPs in "Dematerialised" (Dmat) mode only 
from June 30,2001 . 

Accordingly, FIMMDA's Working Group on Primary Markets had deliberated on this and issued a 
report ("the report"). Based on the Report, draft guidelines were placed on the web for suggestions 
from corporates, members, market players. 

These final guidelines are based on the Report, draft guidelines and the suggestions received from 
the corporates, members, market players besides detailed discussions on legal and related issues 
with Reserve Bank of India, NSDL and others. 

Some of the issuers who wish to issue CPs may find it difficult to go ahead with the issue of CPs in 
Dmat till they have in place agreements with NSDL /CDSL and have appointed a registrar having 
connection with NSDL /CSDL ("the Registrar") 

Commercial paper can be now issued as : 

1 . A stand-alone facility 

2. Against working capital entitlements 

3. A stand alone facility with a standby assistance / credit backstop facility from Bank / Fl. 

Owing to CP, now, being a stand alone product coupled with the complexity of legal frame work and 
in order to protect the interest of various market players / participants for ensuring smooth flow of 
the transactions in the CP market, the Issuing and Paying Agency ("IPA") has been made to play a 
prominent role and hence made more accountable. 

In order to keep the investment portfolio of CP of an IPA different from that of CPs held as IPA, it 
shall maintain separate and exclusive "Allotment" as well as "Redemption" accounts like a pool 
account and act as an agent. 

For this purpose an IPA is required to open two DP accounts namely "IPA's name - CP 
ALLOTMENT ACCOUNT" & "IPA's name - CP REDEMPTION ACCOUNT" with any NSDL or 
CSDL DP. 

During the discussions with RBI, while finalizing guidelines on CP, it was stressed that an IPA 
should perform a greater/major role in this market especially when CPs are now a stand alone 
product and have to be held in Dmat mode by wholesale investors like Banks /FIs /PDs and SDs 
etc. 

Only scheduled Banks can act as an IPA. This is to ensure that the guidelines prescribed are 
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diligently followed by issuers and object of investor protection is not diluted in any manner. 

Efforts have been made in these guidelines to protect the interest of investors to a major extent, 
while giving additional comfort to trade the most liquid Money Market instrument across the country 
in the Dmat mode. 

The CP, universally, is an unsecured short-term debt paper. Considering different stamp duty 
structure applicable for primary market debt instruments (depending on state/ place of issue) and 
the fact that the stamp duty for Usance Promissory Note ("UPN") of short maturity (up to one year) is 
lowest among all unsecured debt products, it is preferred to be retained as UPN. Further, stamping 
of UPN is under the purview of the Central Act and thus not a State subject. 

Efforts have been made by RBI and FIMMDA to combine advantages of a Negotiable Instrument 
and, investor protection on one hand and that of the broader spectrum to issuers on the other hand 
in the process. 

Based on the market experience of the CP - as a dmat product, the operational guidelines will be 
reviewed by FIMMDA in consultation with RBI from time to time. 

S.L.Chhatre 

Chief Executive Officer. 

Inch Schedules I to VII 

Index of Schedules: 

Format of UPN for CP in physical form 

Return to be submitted by the issuer through IPA to RBI 

IPA Certificate (for Dmat CPs) 

IPA Agreement 

Format /specimen of Jumbo UPN to be issued for Dmat CP and retained with IPA 
Letter of offer by CP issuer 

Format of Deal confirmation 

Commercial paper(CP) 

(Consolidated guidelines issued by Reserve Bank of India (RBI) and 
operational/documentation procedure prescribed by FIMMDA in line with RBI's notification 
No. IECD/1/08.1 5.01/2000-01 dated: October 10, 2000.) 

Eligibility Criteria and related Operational matters: 

Who can issue?: 

A . Corporate : 

http://wwwintreasury.com/parse.pl?pl=fimmda3andbook&htm=fimmda3andbook&ruid..^ 6/29/2006 



FIMMDA 



Page 48 of 88 



1 . Tangible net worth of the issuer as per the latest audited Balance Sheet shall not be less than 
Rs.4.00 crores. 

2. Issuer has been sanctioned working capital limit by Bank/s, All India Financial Institutions (AlFIs). 

3. The borrowal account of the Issuer should be classified as a Standard Asset by the financing 
bank/AIFI. 

4. Should have a valid credit rating for the issue of short -term unsecured paper/CP form CRISIL, 
ICRA, CARE, FITCH or such other Credit Rating Agency (CRA) as may be specified by RBI from 
time to time. The minimum credit rating shall be P 2 of CRISIL or equivalent. 

5. The rating should be current and not due for renewal at the time and during the currency of issue of 
Commercial paper. 

6. Borrowing under the CP cannot exceed maximum amount rated for issue of the CP by CRA or the 
amount authorized under the resolution of the Board of Directors of the Company - whichever is 
lower. 

7. Scheduled Banks/FIs can provide Credit Enhancement by way of stand by assistance/ credit 
backstop facility to the CP issue subject to the approval of the respective Board of the Bank/AIFI. 



B. Primary Dealer and Satellite Dealer: 

1 . PD/SD should have a valid credit rating for the issue of short -term unsecured paper/CP form 
CRISIL, ICRA, CARE, FITCH or such other Credit Rating Agency as may be specified by RBI from 
time to time. The minimum credit rating shall be P 2 of CRISIL or equivalent. 

2. The rating should be current and not due for renewal at the time and during the currency of CP. 

3. Borrowing under the CP cannot exceed maximum amount rated for issue of the CP by CRA or the 
amount authorized under the resolution of the Board of Directors of the Company(PD/SD) whichever 
is lower. 

4. Scheduled Banks/FIs can provide Credit Enhancement by way of stand by assistance/ credit 
backstop facility to the CP issue subject to the approval of the respective Board of the Bank/FI. 

C. All India Financial Institution (AIFI) : 

1 . Only AIFI that have been permitted to raise short term resources under Umbrella limit 
fixed by RBI can issue CP not exceeding the umbrella limit fixed by RBI. 

2. Should have a valid credit rating for the issue of short - term unsecured paper/CP from 
CRISIL, ICRA, CARE, FITCH or such other Credit Rating Agency as may be specified 
by Reserve Bank of India from time to time. The minimum credit rating shall be P 2 of 

CRISIL or equivalent. 

3. The rating should be current and not due for renewal at the time and during the 
currency of Commercial paper (CP). 

In all the above cases, any other eligibility criteria prescribed by RBI from time to time will also be 
applicable. 
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Who can act as IPA: 

Any scheduled bank can act as an IPA. 

IPA should have Demat accounts such as CP allotment', CP redemption'. 

Without exclusive Demat accounts for 'CP allotment' and 'CP redemption', smooth transfer of 
CP from IPA to investors and vice versa would not be possible. 

General Guidelines: 

1 . CP will be issued at a discount to face value. 

2. No CP issue can be underwritten. 

3. The CP can be issued for a period not less than 1 5 days and not exceeding one year from the date 
of issue 

4. Minimum denomination/marketable lot for CP, whether in physical or dmat form will be Rs. 5 lac, 
and in multiples of Rs.5 lacs thereof. 

5. 

6. The amounts sought to be raised under the CP should be within the limits approved by Board of 
directors of the issuer and also within the ceiling stipulated by Credit Rating (whichever is lower). 

7. CPs, so issued, shall mature within the validity period of the Credit rating. 

8. CPs can be held by individual/s, Banks, corporate bodies, Non- Resident Indians, FIs and Flls etc. 
However, investment by Flls would be within the limits set for their investments by Securities and 
Exchange Board of India. 

9. All the CPs must be issued by way of private placements only. 

1 0. The issuer shall appoint an IPA and enter into an IPA Agreement as set out in schedule IV. 

Brief Process of issue of Commercial Paper in Demat: 

Eligible institution/corporate will approach IPA for its entire CP programme or a specific 
tranche of the CP. 

It would enter into with IPA, an agreement (schedule IV). Agreement would be stamped in 
accordance with the state stamp duty applicable to the agreement as applicable in the state 
of execution. 

Issuer should have an arrangement with Depository for its CP issuance(Currently NSDL is 
allotting ISINs for CPs). Depository requires an agreement to be executed with it alongwith its 
registrar DP. The Issuer is required to comply with the formalities of the Depository. 

Once this arrangement is in place, the Issuer can get ISIN created by submitting the "letter of 
intent" in the format prescribed by the NSDL. Time taken for creation of ISIN number is 
normally 1-2 working days. The ISIN number can be same for the specific tranche or the 
whole CP programme. All securities held in specific ISIN number will have same maturity 
date and other characteristic features, irrespective of the fact when the security (CP) is 
created / issued. Importantly, ISIN should be in place and activated before a CP programme 
starts. 

The ISIN is created based on the maturity date of the CP. As per the RBI's requirement, the 
CP programme / tranche issued must be completed within a period of two weeks from the 
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date of commencement of the issue. The ISIN number should be made known to the IPA for 
control purposes through Issuer/ Registrar. 



For issue of CP in Demat mode, IPA should have CP Allotment Account where in all demat 
credits would flow in from the Registrar for onward transfer to the respective investor/s 
account. The IPA needs to have a separate CP Redemption account also where in 
securities would flow in from the holder of the Demat CP, a day before the maturity date. IPA 
should have an exclusive CP Account (a separate current account) for each such Issuer for 
crediting the funds received from the investors on issue of the Demat CP. From this account, 
the funds will be transferred to the Issuers normal account. 

Since several series of CPs of an issuer may simultaneously be open in the market, to keep 
track of funds received etc it will be in order to maintain a separate current account called as 
"CP Account--(Company)". 

The placement of CP can be in physical form or dematerialized form depending on the 
permitted class of investors and their requirement. As far an issue of CP in the physical form 
is concerned, the old procedure will be continued. The difference being, IPA certificate 
(Sen. Ill) prescribed by RBI vide IECD Cir Dt: 10.10.2000, will replace all other papers hitherto 
being obtained, except CP proper. 

Where the deal is settled for delivery in Demat mode, the issuer will submit full details of the 
deal to the IPA such as: 

1 . Value Date of deal 

2. Name and address of the counter party 

3. Contact persons name, telephone, fax numbers etc 

4. Details of the DP account of investor/buyer such as client name, client ID, DP No.: DP 
ID etc. 

5. FV of CP to be delivered and consideration to be received (Mode of Payment, Place of 
payment etc). 

6. Letter from the investor stating the depository details of the investor and that it had 
given instruction to its DP to receive the credit to its Demat account on value date. 

7. Consolidated list of CPs to be issued for different value date. 

A day before the actual issue of the CP, issuer will approach the IPA and submit original rating letter 
issued by CRA for appropriate notings on it about the amount of CP issued and date of issue due 
date etc. and return the same. 



It will also submit a single promissory note for total FV of the CPs (Jumbo Promissory Note 
as set out in schedule v) to be issued (Ref to ISIN may be given), duly stamped and 
executed. The stamping of the UPN would be as per the Indian Stamp Act. The current 
stamp duty structure as applicable for different class of investors is given at the end for ready 
reference. It would be advisable to make separate set of Jumbo Promissory notes if the 
investors fall in two different categories (for the purpose of the stamp duty) 

IPA, after verification of the consolidated UPN can prepare IPA certificate to be issued to individual 
investors, to be sent to them on value date, as per the schedule III. 



Upon the instructions of the issuer the registrar will credit the Demat CPs to the IPA's CP Allotment 



account. In no case registrar is authorized to issue CPs for the credit of investor's account directly. It 
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has to necessarily pass through the "IPA's CP allotment Account only." 

NSDL should not accept instructions on its system for the direct credit of CPs by the registrar/s to 
investor/s account, in the primery market and to place a suitable mechanism to ensure this . 

NSDL accounts the CP in terms of units. Rs.5 lacs of MV (FV) is equal to One unit. 

On value date, upon the receipt of the stated consideration by way of banker's cheque/ payorder 
etc, the IPA will pass on delivery instructions to its DP to transfer the securities (giving the reference 
to ISIN No) to investors account as per Issuers consolidated letter. 

The IPA will hold consolidated UPN by making suitable remarks on it, which reads as follows. 

"Issuer has created electronic security against the UPN with NSDL bearing ISIN No:— for the 
credit of investors account with DPs stated in issuers letter dated — and not available for 
trade in the secondary market." 

The CP in UPN form will not be cancelled when the security in dmat is created. However, the UPN 
with notings stated above on the face of it, will be kept with IPA and would thus not be available to 
the market for trading. 



At the time of dematerialization, it is advisable to pay Re 1/- per promissory note issued in 
terms of Jumbo Promissory note and it would be like a split of the Jumbo promissory note (for 
which stamp duty has been adequately paid at the first instance). The process of 
dematerialization is clearly spelt in the Depositories Act and as such not stated here. 

Secondary market transactions would take place in the manner they are taking place in case of 
other debt instruments and would be without recourse to the transferor. 

Process of Redemption: 

The holders of Demated CPs upon maturity will be required to approach their respective DPs and 
have to give transfer / delivery instructions to DP to transfer the demat security represented by 
specific ISIN No be transferred to the CP redemption account of the IPA as available on the IPA 
certificate (schedule -III). The transfer should be done before 3.00 p.m on one working day before 
the maturity date so as to get sufficient time for the IPA to process the papers and arrange to effect 
the payment on the due date of the CP. The holder should also communicate to the IPA with a copy 
of the delivery instruction it had given to its DP and intimate the place at which the payment is 
requested, if it were to be different from the place of IPA. IPA is obliged to pay at a place where CP 
would have been payable, had it been in the physical form, without any charge. If payment is 
requested at any other place, the charges mutually agreed upon would be payable by the holder. 

Upon the receipt by the IPA of the credit of CPs (the Demat CPs) in "CP Redemption Account" on or 
before maturity date, IPA on maturity date, would arrange to pay to holder/transferor by way of 
Banker's cheque/high value cheque, etc. as the case may be, the FV of the security, subject to the 
availability of funds in, the CP Account of the Issuer. After the payment of the CP to the 
transferor/holder of the CP, IPA would direct the Registrar to extinguish the securities quoting the 
ISIN. 

DP-Registrar must not extinguish the redeemed securities at the instance of the issuer. 

IPA has been made the nodal point to protect the interest of the investors. In case of inadequacy of 
funds in 'CP Account' of issuer, to redeem all the CPs due on that day, the payment should be made 
to the holder/s on first come first served basis . 
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In Demat mode the sequence of credit flowed in CP Redemption Account can be known. Both 
physical CPs and dmat CP shall be given equal treatment. 



In case of default, the IPA will intimate the investors. The Security will continue to lie in the 
CP - Redemption Account of the IPA. The investors will have two options namely: 

1 . Getting the security transferred back to its DP account from IPAs 
CP redemption account by requesting IPA accordingly. 

2. Rematerialization (Remat) with assistance of the issuer/registrar as 
per the provisions of the Depositories Act,1 996. 

FIMMDA recommends rematerialization, as this would give certain advantages. The rematerialized 
document would be in the shape of the Negotiable Instrument based on which summary suit can be 
contemplated against the issuer company by holder of CP. 



Holiday Convention: 

The CP, being UPN, provisions of Negotiable Instrument Act 

(Sec 25) would be applicable to it. Where the maturity date of the CP falls on a holiday declared 
under Negotiable Instrument Act such instrument would be payable on the immediate proceeding 
working day. The place of payment for the purpose of interpretation of Sec25 would be the place of 
IPA i.e where the CP is payable. 

Market Conventions: 

The CP is quoted in terms of yield, which is calculated based on actual number of days / 365 days. 
All market conventions referred to herein would mean FIMMDA's market conventions. Applicable 
legal provisions have to be followed. The price of the CP for Primary/Secondary market transactions 
is worked out on the basis of agreed/contracted yield for every Rs.100/- of the FV in Rupees up to 
the fourth decimal place. The resultant rate is taken as basis for working the resultant consideration 
for the contracted FV of the CP. 

Format of Credit Back Stop Facility: 

FIMMDA does not specify any specific format for credit backstop facility that can be provided by 
Bank/FI to the CP issue. The wording would depend upon the specific case. Depending on the 
market requirement FIMMDA would, in future, devise a standard format to be used by the market. 



The Backstop agreement can cover specific issue or the entire commercial paper programme of the 
issuing corporate, PD/SD, etc. as the case may be. The backstop should be in the form of an 
unconditional guarantee and should be available to the IPA to facilitate redemption of the CP/CP 
programme of the issuer. 

The backstop facility letter should state that it is issued within the prudential norms as applicable to 
issuer Bank/FI and has been subject to the specific approval of the Board of the said Bank/FI. 
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The credit backstop facility cannot be assigned by IPA in favour of the third party nor can be used 
for purposes other than specified in the said guarantee/commitment letter. 

Functions of IPA: 

The IPA will 

• Maintain an exclusive funding account for amount subscribed and amount redeemed with reference to 
each issue. (Where IPA is maintaining a common account for several CP issues of the Issuer, the IPA 
should ensure that there is appropriate reference to specific issue of CP for amount subscribed and 
redeemed, so that issue-wise information can be immediately traced and ascertained at any point of time) 

• Hold custody of original of Credit support document if it is in the form of 

-Standby assistance/Backstop facility with relevant declarations and confirm that original documents 
are in order. 

• Hold custody of Certified Copies of 
- Credit Rating certificate 

- Letter of Offer of CP, as updated from time to time 

- Board Resolution authorizing issue of the CP 

- Obtain a declaration from the Issuer that the amount proposed to be raised is within the ceiling 
mentioned by the credit rating agency or as approved by the Board whichever is lower, further 
stating the amount of CP issued and subscribed so far on strength of the credit rating under 
reference. 

• Before parting with the original CRA Certificate make necessary noting on the original CRA letter indicating 
amount of CP's issued by the Corporate/FI/PD/SD against the said CRA letter with value date, FV, ISIN No 
of the CP and maturity date etc to avoid chances of misuse of CRA letter. 

• Obtain one time confirmation from the Issuer that they are eligible to issue CP as per the norms fixed by 
RBI, in terms of: 

• (i) net worth (ii) working capital facilities sanctioned by banks / financial institutions and (iii) classification of 
their liabilities with the financing banks and institutions as Standard Assets etc. 



• Obtain confirmation before every issue of CPs that eligibility in terms of i),ii) and ii) above continues 

• Authenticate the CP document, if issued in physical form, on the strength of the Issuer's Board Resolution 
and authorised signatures on the Bank's record, and 

• Report the issue to RBI in the prescribed format schedule II, submitted by the Issuer within 3 days of the 
completion of the issue. 

• The IPA will issue a letter (IPA Certificate) to all the subscribers of the CP in primary market in the format 
given in the Sch-lll as per RBI Circular dated 10.10.2000 for physical CPs and in format as given in 
schedule III (enclosed) for CP in Dmat. 
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The issuer 

The Issuer will issue a Letter of Offer, either for a specific issue or for a series of issues, containing 
disclosure of information and brief particulars of the issue (Annex VI). In case the Letter of Offer is 
common to all issues, the master document should be updated for each issue. The Issuer will make 
the Letter of Offer available to the investors (who are approached for private placement of CP), on 
request. 

The Issuer may fix a discount rate for issue of CP, or invite bids from prospective investors. The CP 
may also be issued at a negotiated price. There may be a single investor or multiple investors. 

The Issuer will make available to the IPA requisite documents, at least one day prior to the value 
date of the first deal under the same series. 

CP in physical form: 

On the value date, the IPA will exchange with the investors, CP and IPA Certificate (schedule III) as 
prescribed in RBI Cir Dt 10.10.2000 against banker's cheque(s) etc tendered by them. The 
exchange should take place early on the value date, in such a way that the cheques are presented 
for first clearing of the day, and CP is also available with the investor for trading on the same day. 

It should be understood that as a market practice, the IPA accepts banker's cheques/payorder at the 
risk of the Issuer; however, if the Issuer desires clear funds before issue of CP, it should be so 
negotiated between the Issuer and investor(s). 

CP in d-mat form: 

The Issuer will follow the procedure prescribed by NSDL. 

The following procedure may be followed for issue of CP in Demat form: 

As soon as the CP is subscribed (by negotiation or by book building process), the Issuer exchanges 
Deal Confirmation Note (Annexure VII) with the investors. 

The Issuer (through DP Registrar) gets the ISIN created with NSDL/CDSL and credits the CP into 
DP account of IPA, which account may be designated as 'CP Allotment A/C after receiving 
appropriate instructions from IPA. 

The Issuer provides a list of allotees (investors) to the IPA, with particulars of their DP accounts, as 
contained in the Deal Confirmation Notes as also the jumbo CP. 

The IPA, as soon as the banker's cheques etc are received from investors, transfers the CP to 
respective Demat accounts. Funds are deposited in the Issuer's account with IPA. The IPA also 
delivers the IPA letter to the investors on the same day. 

As a market practice, the distribution of CP against receipt of banker's cheques should be 
completed in the early part of the day. However, if the Issuer wishes to have clear funds before 
transfer of CP, the arrangement needs to be specifically worked out by the Issuer and investor(s), 
whereby the allotment is completed by day-end on the value date. 

The Issuer provides option to the investors to receive the CP in d-mat form. However, CPs have to 
be necessarily held in Demat form for investment by Banks, FIs, PDs and SDs). 

The Issuer should submit relevant documents to the IPA, before issue of CP, whether it is issued in 
Demat form or in physical form. 
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Redemption of CP in d-mat form would take place as under: 

One working day before the maturity date, all investors transfer their Dmat CPs to the credit of 
Demat account of IPA designated as the "CP Redemption Account", along with written instructions 
to the IPA for the payment of CP. Subject to availability of funds in the Issuer's account, the IPA 
settles the CP as per instructions of the holders, on the first come first serve basis, and advises 
registrar for cancellation of Demat CP as a debit corporate action. 

If CP is in physical form , the CP would be presented by the holders, to the IPA on or before the 
maturity date, for payment on maturity date, along with payment instructions, and IPA settles the CP 
subject to availability of funds in the Issuer's account, on the first come first serve basis, and would 
arrange to deliver redeemed CP to issuer with proper notings on the CP. 

Where CP is in d-mat form the CP is to be transferred to "CP Redemption Account of the IPA, as 
stated above, and such a transfer would constitute a valid presentation. Additionally, the investor 
should also advise the IPA "payment instructions" on or before the maturity date. 

Maturity date for CP is final date of payment and no days of grace are allowed. 

On maturity date, the Issuer should make clear funds available in the funding account, which is 
maintained with the IPA exclusively for the purpose of issue and redemption of CPs. The Issuer, 
while providing funds, may demarcate funds for redemption of specific issue(s), with relevant 
reference number. 

The Issuer will be wholly responsible to make clear funds available to the IPA for settlement of CP 
on the maturity date. 

Unless otherwise instructed, the IPA would settle the CP by issue of banker's cheque on due date, 
available for first clearing of the day. 

If funds are not available in the Issuer's account on due date, the IPA would promptly advise the 
default to the holders of CP. 

The holders would have recourse to the Issuer and stand-by credit provider (through IPA if any), on 
the strength of default advice received from IPA. 

Secondary market transactions in CP may take place as under : 



Banks, FIs, PDs & SDs are required to make fresh investments in CP only in the 
dematerialised (Demat) form, from June 30,2001. 

In case of CP in d-mat form, Deal Confirmation Note (also referred to as Contract Note) would 
specifically mention that no recourse is available against previous holders. 

Terms stated in the Deal Confirmation Note (Annex VII) are binding on both parties, i. e. seller and 
buyer. 

In case of secondary market, purchase of CP in physical form by eligible entity, the buyer of CP is 
entitled to receive the following from seller: 

1 . Certified copy of letter of offer (before settlement). 

2. Certified copy of IPA certificate. 
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3. Certified copy of the backstop facility letter. 

4. Duly endorsed original CPs in favour of buyer. 

The holder of a CP is entitled to receive original / certified copies of IPA letter and Letter of Offer 
before settlement. 



Unless otherwise mutually agreed by the buyer and seller of CP, trade settlement will take place on 
T+1 day basis; however, the settlement period will be subject to the ceiling of T+ 5, days whenever 
the trade is done, on a recognized stock exchange. 

The seller of CP must have the CP in his possession in case of physicals or to the credit of his DP 
account in case of Demat, on contract date. Forward sale contracts / value date contracts are not 
allowed as per the current guidelines of RBI. 



Credit Rating Agency: (CRA) 

As stipulated by RBI, credit rating should have a validity period. The same should also mention a 
ceiling amount and when the rating would be due for review. This period is very crucial, as CP 
cannot be issued falling due after the validity period of Rating. 

FIMMDA suggests to CRAs that: 

The rating should be unconditional and not contingent upon a future event, such as signing of a 
document or guarantee /backstop facility to be issued Fl/Bank. 

The CRA should take into account that the issue of CP is no longer linked to undrawn working 
capital limits and any standby support/credit backstop, needs to be formally documented, if the 
rating is based on such factor. 

Dispute Resolution Mechanism (DRM)- Conciliation and Arbitration mechanism is being attended to 
separately by FIMMDA's Working Group on Legal Issues. The members of FIMMDA have approved 
DRM. Final draft of Conciliation and Arbitration mechanism is expected to be ready shortly. 



NOTE: Stamp Duty on CP 

The stamp duty payable by the issuer on CP is based on the period for which the CP/UPN is issued. 

There is certain concession in stamp duty applicable under Art.13 of Indian stamp Act, 1899 
available to certain class of investors (Commercial and Co-op Banks and specified FIs like IFCI, 
IDBI, SFCs) as per Central Govt. Notification dt: 1 6.05.1 976. 

Where an eligible class of investor is the 1 st subscriber, then the applicable stamp duty structure is 
given below. 

If the CP is issued for a period upto 3 months Rs.0.50 per Rs.1000/- or each part thereof of (Maturity 
Value) 

(Three moths could have 89/90/91/92 days as the case may be). The stamp duty should be 
calculated based on months. While consideration, based on yield, is worked out based on the actual 
number of days. 
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e.g. CP is placed for 3 months say on 01 .02.2001 1 5.06.2001 
Corresponding due date: 01 .05.2001 1 5.09.2001 
No of days 89 92 

In both cases (above) stamp duty for 3 months is payable. 

a. If the CP is for above 3 months up to 6 months: Rs. 1 .00 per Rs.1 000/- or each part there of 
(Maturity Value) 

b. If the CP is for above 6 months up to 9 months: Rs. 1 .50 per Rs.1 000/- or each part there of 
(Maturity Value) 

c. If the CP is for above 9 months up to 1 2 months: Rs. 2.00 per Rs.1 000/- or each part there of 
(Maturity Value) 

Notification S.0.199(E)-16-F No. 471/1 7/76-cus.VII dot:1 6.5.1 976 

In other class of investors stamp duty applicable would be Rs. 1 .25, Rs.2.50, Rs.3.75, and 
Rs.5.00 per Rs. 1000/-(MV) for respective slabs stated above. 



Schedule - 1 

STAN 

DUT> 

AS 

APPL 

UNDI 

INDI/ 

STAN 

ACT 

(CENTRAL ACT) 
SrNo: 



(NAME OF ISSUING COMPANY/INSTITUTUION) 
Issued at Date of issue : 



(PLACE) 

Date of Maturity: without days of grace 

(If such date happens to fall on a holiday, payment shall be made on the immediate preceding working day) 

For value received hereby 

(NAME OF THE ISSUING COMPANY/INSTITUTION 
promises to pay or their order on the 
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(NAME OF INVESTOR) 

maturity date as specified above the sum of Rs. (in words) upon presentation and surrender of this 

Commercial Paper 

(NAME OF ISSUING AND PAYING AGENT) 

For and on behalf of 

NAME OF THE ISSUING COMPANY/INSTITUTION 

AUTHORIZED SIGNATORY AUTHORIZED SIGNATORY SIGNATORY 



Page —2 

All endorsements upon this Commercial Paper must be clean and distinct. Each endorsement 
should be written within the space allotted 

1 . Pay to or order the amount within named 

(Name of transferee) 

For & on behalf of 

(Name of transferor) 

2. Pay to or order the amount within named 

(Name of transferee) 

For & on behalf of 

(Name of transferor) 

3. Pay to or order the amount within named 

(Name of transferee) 

For & on behalf of 

(Name of transferor) 

4. Pay to or order the amount within named 

(Name of transferee) 

For & on behalf of 

(Name of transferor) 
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5. Pay to 



or order the amount within named 



(Name of transferee) 



For & on behalf of 



(Name of transferor) 



6. Pay to 



or order the amount within named 



(Name of transferee) 



Schedule - II 



Proforma of information to be submitted by the 

Issuer for issue of Commercial Paper 

To be submitted to the Reserve Bank of India (RBI) 

(Through the Issuing And Paying Agent - IPA. 

To 

The Chief General Manager 
Industrial and Export Credit Department 
Reserve Bank of India (RBI) 
Central Office 
Mumbai -400 001 

Through : (Name Of IPA and Address) 
Dear Sir, 

Issue of Commercial Paper 

In terms of the Guidelines for issuance of Commercial paper issued by the Reserve Bank of India (RBI) dated 
October 1 0,2000 we have issued Commercial Paper (CP) as per details furnished hereunder : 

i) Name of issuer : 
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ii) Registered Office and Address : 

iii) Business Activity : 

iv) Name/s of Stock Exchange/s 
with whom shares of the issuer 
are listed (if applicable) : 

v) Tangible net worth as per latest 
audited balance sheet (copy ends) : 

vi) Total Working Capital Limit : 

vii) Outstanding Bank Borrowings : 

viii) (a) Details of Commercial Paper 
Issued (Face Value) : Date Date Amount rate 
Of Of 

Issue Maturity 

i) 

ii) 

b) Amount of CP outstanding (Face value): 
Including the present issue 

ix) Rating(s) obtained from the Credit Rating i) 
Information Services of India Ltd. (CRISIL) 

Or any other agency approved by the Reserve ii) 
Bank of India (RBI) (A copy of the rating 
Certificate should be enclosed) iii) 



X) Whether standby facility has been provided in respect 
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of CP issue ? 
Xi) if yes, 

the amount of the standby facility Rs. Crore 
provided by 
(Name of bank / Fl) 



Date: 
Place: 

For and on behalf of 



(name of issuer Company / Institution 
Schedule -III 
I PA Certificate 

IPA BANK'S NAME & ADDRESS 



Issuing and Paying Agent (IPA) for the CP under reference. 
We further confirm that we have verified original of 

1 . Board Resolution of the Issuers authorizing the issue of CP 



2. Credit rating letter of dt . 



_Crores valid till issued by 



jating the CP as 



Date: 



IPA's CP Redemption A/C 
Details 


IPA's CP Allotment A/C Details 


DP Name 


DP Name 


DP ID 


DP ID 


Client Name 


Client Name 


Client ID 


Client ID 



THE INVESTORS IN COMMERCIAL 
PAPER (CP) 

REF NO : ISIN CODE : MV of CP: Rs. 

Units Maturity Date of 

CP: 

(1 unit = Rs.5.00 lacs) 

We hereby confirm that (company) 
, the 



Issuers have appointed us as the 



_upto issue amount of Rs. 



_(Rating Agency name) 



3. Offer letter of dated 
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And hold 

1 . Original of duly stamped Commercial Paper. 

2. Original of Unconditional Credit back stop letter issued by Bank/ Fl for 
an amount covering this issue represented by ISIN number (above), 
(wherever applicable) and We have obtained from the issuers. 

• Confirmation that they have complied with Reserve Bank of India (RBI) requirements in respect of 
minimum net worth and working capital facilities, that their borrowings from Banks/FIs are classified as 
standard assets, and further that the amount raised by means of CP including old outstanding is within the 
ceiling stated in the relevant letter of credit rating and powers delegated by board of issuer company, 
whichever is lower. 

SIGNATURTE OF AUTHORISED OFFICIAL 

To be stamped as an agreement in accordance 

with the provisions of the applicable Stamp Act. 

Schedule -IV 

ISSUING AND PAYING AGENCY AGREEMENT 

This Agreement is made at this the day of 2001 , between 

Limited, a statutory body established under 

Act /company within the meaning of the Companies Act, 1 956, and having its Registered Office at 

[and a "Government Company" within the meaning of 

the Companies Act, 1956] (hereinafter called the "Issuer" or the "Company', which expression shall be 
interchangeably used and unless it be repugnant to the subject or context thereof, include its successors and 

assigns) of ONE PART. 

AND 

[ Bank, a body corporate, constituted by and under the Banking Companies 

(Acquisition and Transfer of Undertakings) Act, [1970/1980 ] and having its Head Office at 

/ Bank, a Statutory 

Corporation constituted by and under the and having one of its Local Head Offices at 

/ Bank, a Banking Company within the 

meaning of the Banking Regulation Act, 1 949 and a company within the meaning of the Companies Act, 1 956 and 

having its registered office at / Bank incorporated under the 

laws of and a Banking Company within the meaning of the Banking Regulation Act, 1949 and having 

principal place of business in India at (IPA Address) ] (hereinafter called "the IPA" (which expression 

shall, unless it be repugnant to the subject or context thereof, include its successors and assigns) of the OTHER 
PART. 

WHEREAS : 

A. The Issuer is eligible to issue Commercial Paper (hereinafter called "CP") in accordance with the 
guidelines issued by the Reserve Bank of India ("RBI") vide the Notification NolECD/1/08. 15.01/2000- 
01 dated October 10,2000 and the amendments thereto as may be made and in force from time to time (the 
"RBI Guidelines") and also the guidelines and the market practice conventions issued by the Fixed Income 
Money Market and Derivatives Association of India ("FIMMDA") ("the FIMMDA Guidelines")(The RBI 
Guidelines and the FIMMDA Guidelines together the Guidelines). 



http://wwwintreasury.com/parse.pl?pl=fimmda3andbook&htm=fimmda3andbook&ruid... 6/29/2006 



FIMMDA 



Page 63 of 88 



B. The Issuer being desirous of issuing CP, has approached the IPA as required under 'the Guidelines' for 
Private Placements of the CPs to the permitted Class of Investors in accordance with the Guidelines. 

C. Pursuant thereto and for other ancillary matters connected with the issue and repayment of the CPs, the 
Issuer has approached the IPA to act as the Issuing and Paying Agent of the Issuer with a view to ensuring 
compliance with the Guidelines for each issuance of CPs made by the Issuer and also for facilitating the 
collection of monies from the Investors on each such issuance of CPs and similarly the return of monies to 
the Investors on redemption of CPs. 

D. The IPA' being satisfied that the Company has complied with the necessary pre-requisites for private 
placements of the CPs, has agreed to act as the Issuing and Paying Agent of the Issuer and accordingly 
help in such Private Placements for the consideration and on the terms and conditions as stated hereafter. 

NOW THIS AGREEMENT WITNESSETH AS FOLLOWS: 



1 . In this Agreement and in it's the Annexures and Schedules referred to, each of the following words and 
expressions shall, unless the context otherwise requires, have the meanings stated below: 



"Authorised Signatory" One or more person authorised by the board of 

directors of the Issuer to issue any instructions 
on behalf of the Issuer and whose specimen 
signatures shall have been forwarded in 
advance to the IPA and certified by the 
Managing Director or any whole time director of 
the Issuer; 

Means those financial institutions which have 
been permitted specifically by the Reserve Bank 
of India to raise resources by way of Term 
Money, Term Deposits and Certificates of 
Deposit, CP, CD and ICD, if eligible, within a pre- 
specified umbrella limit; 

"BIFR" Means the "Board of Industrial and Financial 

Reconstruction" as constituted under the Sick 
Industrial Companies Act, 1985; 

"Class of Investors" Means one or more Permitted Investor/s who by 

the nature of their business, constitute a distinct 
class including Scheduled Banks, Foreign 
Institutional Investors, etc. 

"Clear Business Day" Means any day (except Sunday) on which the 

banks are functional and is not a declared Bank 
holiday under the Nl Act: 



"All-India Financial 
Institutions (FIs)" / "AlFIs" 



"Commercial Paper" / "CP" Means an unsecured money market instrument 

issued in the form of an usance promissory note 
and in accordance with the Guidelines; 

"Companies Act" Indian Companies Act, 1956; 

"Credit Rating Agency" / "CRA" Means Credit Rating Information Services of 

India Ltd (CRISIL), the Investment Information 
and Credit Rating Agency of India Ltd (ICRA), 
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"Credit Rating" 



"Credit Support Documents" 



"Credit Support" 



"Deal Confirmation Note" 



"Depository Participant" 

"Depository" 

"Foreign Institutional 
Investors" 

"ISIN" 

"Letter of Offer " 
"Nl Act" 

"Permitted Investors" 



Credit Analysis and Research Ltd (CARE), the 
FITCH Rating India Pvt. Ltd or such other credit 
rating agencies as may be specified by the 
Reserve Bank of India from time to time, for the 
purpose of giving credit ratings to issuance of 
Commercial Paper; 

Means the rating issued by a Credit Rating 
Agency, which is a minimum credit rating of P2 
of CRISIL or such equivalent rating by any other 
Credit Rating Agency, for issue of Commercial 
Paper and containing the validity period of such 
rating; 

Means a document of guarantee or a stand-by 
Letter of Credit or any back stop facility given by 
a Scheduled Bank or an All India Financial 
Institution; 

Means credit enhancement given by way of a 
Credit Support Document for the purpose of 
guarantying the redemption of CPs by making 
funds available for the same; 

Means the acknowledgment note exchanged 
between the Issuer and any investor or between 
2 investors or between buyer and seller 
containing the terms on which the CP is to be 
issued or sold and the other details of the 
transaction and details required to settle the 
transaction; 

Means a depository participant registered with a 
Depository and having connectivity with the 
Depository; 

Means a depository registered with SEBI under 
the provisions of the SEBI (Depositories and 
Participants) Regulations 1996; 

Means any entity registered as a foreign 
institutional investor with SEBI under the 
provision of SEBI (Foreign Institutional 
Investor) Regulations 1995; 

Means the International Securities 
Identification Number issued as a unique 
identification number to each Commercial 
Paper which is dematerialized; 

Means the offer document issued by the Issuer 
for the issue of CPs, containing information and 
particulars of the Issuer and such other 
information as required by the Guidelines; 

The Negotiable Instruments Act, 1881 ; 

Means any person eligible to invest in or 
hold CPs under the RBI Guidelines; 
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"Primary Dealer" 



"Promissory Note" 



"RBI" 



"Satellite Dealer" 



"Scheduled Bank" 
"Standard Asset" 

"Tangible Net Worth" 



"Working Capital Limit" 



Means a financial institution which holds a valid 
letter of authorisation as Primary Dealer issued 
by the Reserve Bank, in terms of the 
"Guidelines for Primary Dealers in Government 
Securities Market" dated March, 29, 1995, as 
amended from time to time; 

Means promissory note as defined under of the 
Nl Act; 

Means Reserve Bank of India; 

Means a financial institution which holds a valid 
letter of authorisation as a Satellite Dealer 
issued by the Reserve Bank, in terms of the 
"Guidelines for Satellite Dealers in Government 
Securities Market" dated December 31, 1996, 
as amended from time to time; 

Means a bank included in the Second Schedule 
to the Reserve Bank of India Act, 1934; 

Means the borrowal account of a issuer 
classified as a standard asset by a Scheduled 
Bank / AIFI which has granted banking facility to 
such person; 

Means the paid-up capital plus free reserves 
(including balances in the share premium 
account, capital and debentures redemption 
reserves and any other reserve not being 
created for repayment of any future liability or for 
depreciation in assets or for bad debts or 
reserve created by revaluation of assets) as per 
the latest audited balance sheet of the 
Company, as reduced by the amount of 
accumulated balance of loss, balance of 
deferred revenue expenditure, as also other 
intangible assets; 

Means the aggregate limits, including those by 
way of purchase/discount of bills sanctioned by 
one or more Scheduled Bank / AIFI for meeting 
the working capital requirements; 



In addition to the terms defined in this Clause, certain other terms are defined elsewhere in this 
Agreement and whenever such terms are used in this Agreement they shall have their respective 
defined meanings, unless the context expressly or by necessary implication otherwise requires. 
Words and expressions used but not defined herein and defined in the Reserve Bank of India Act, 
1 934 (2 of 1 934) shall have the same meaning as assigned to them in that Act. 

2. The Issuer hereby appoints the IPA to act as the Issuing and Paying Agent of the Issuer in respect of the 
CPs proposed to be issued by the Issuer and IPA agrees to act as the Issuing and Paying Agent of the 
Issuer as per the Guidelines and subject to compliance of the procedure as hereinafter mentioned. 

3. The Issuer, being duly authorized by its Board of Directors and being eligible under the Guidelines, hereby 
agrees that any issue of CPs shall be only to the Permitted Investors and within the limits so approved by 
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the Board of Directors or the limit specified in the Credit Rating, whichever is lower and such that the CPs 
shall mature within the validity period of the Credit Rating. 

4. The Company shall not make any offers to the public for subscribing to the CPs including in the form and 
manner as referred to in the Section 67 of the Companies Act. 

5. BANK & DEPOSITORY ACCOUNT 

i. The Issuer shall open a separate bank account with the I PA before any CP is issued, for the 
purpose of receiving from and paying to the Investors the monies in respect of the CPs (the "CP 
Account"). The CP Account shall be solely used for transactions relating to payments received from 
and made to Investors in respect of any CP to be issued or redeemed by the Issuer. 

ii. The IPA shall maintain the CP Account in such manner and for that purpose maintain such records 
so that the movement of funds in respect of each issuance can be identified, tracked and traced 
separately. If deemed necessary, the IPA shall maintain separate sub-accounts under the CP 
Account for ensuring the above. 

iii. The IPA shall open two separate Dmat accounts with a Depository Participant, 1) "CP Allotment 
Account" into which the Issuer shall credit the CPs and from which the CPs shall be distributed to 
the Investors by the IPA upon the receipt of consideration and 2) "CP Redemption Account" into 
which the D-mat CP shall be transferred by the Investors for the purpose of redemption. After 
redemption, the securities from this account would be extinguished by the Registrar on advice of 
IPA. 

6. The Issuer agrees that any issue of CP shall be made subject to the following conditions: 

(i) The Issuer, before the issuance, shall confirm to IPA that eligibility norms prescribed under the 
Guidelines, from time to time, including those relating to: 

a. Net Worth; 

b. Sanction of Working capital facilities to the Issuer by Scheduled Banks/ AlFIs; 

c. Classifications of Issuers liabilities by the Scheduled Banks and AlFIs as a 
Standard Asset; 

d. that the amount sought to be raised, is along with the amounts which shall be 
outstanding at the time of the issue are within the limits approved by the Board 
of Directors of the Issuer and also within the ceiling stipulated by Credit Rating, 
whichever is lower; 

However, in case a redemption of any existing CPs and issuance of new CPs is 
to be made simultaneously or on the same day, then the amount sought to be 
redeemed and the corresponding amount sought to be issued shall not be 
double counted and counted only once for the purpose of ascertaining the limits 
under sub-clause (i)(d) above; 

e. that the CPs so issued shall mature within the validity period of the Credit 
Rating; 

f. Funds being raised are within the umbrella limit (in case of AlFIs) permitted by 
Reserve Bank of India. 

i. The Issuer shall issue a Letter of Offer for a series of issues, containing minimum disclosure of 
information and brief particulars of the issue as set out in Annexure VI. Such a letter of offer shall be 
updated for each fresh issue/tranche. The Issuer shall immediately make the updated Letter of Offer 
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available to the IPA and the Permitted Investors, on request. 

ii. Every issue of CP, including renewal shall be deemed as a fresh issue. 

iii. The CPs shall be issued for a maturity period of not less than 1 5 (fifteen only) days and not more 
than one year from the value date thereof and shall comply with the following 

a. If the CPs are to be issued in parts on different dates, then each CP issued as part of the 
same issue shall have the same maturity date; 

b. CPs issued on the same day with the same tenor and with similar terms shall be identified as 
one issue and have one ISIN number; 

c. CPs bearing same ISIN shall have identical maturity date; 

d. The amounts to be raised under a specific issuance/ ISIN shall be raised within a period of 
two weeks from the date on which the Issuer opens the issue for subscription. Provided that if 
the CPs under the same issuance/ ISIN, is to be issued in parts on different dates then the 
period of 2(two) weeks shall still be computed from the date from each such issue is first 
opened for subscription; 



e. If CPs are being issued with Credit Support (including any credit backstop facility) from a 
Scheduled Bank or a AIFI, then the Issuer shall ensure that a distinctive ISIN code is given to 
CPs having such Credit Support facility. 

i. The CPs shall be issued in denomination of Rs, 5,00,000 (Rupees Five Lacs Only) or in multiples 
thereof. 

2. ISSUE PROCEDURE 

i. The CP, if issued in the physical form: 

a. Shall be in the form of an Usance Promissory Note and in the form provided for in Annexure 

I, negotiable by endorsement and delivery; 

b. The CP will be issued on such quality of paper, of such size, layout, type and colour as may 
be prescribed by the RBI and/or FIMMDA in that behalf from time to time; 

c. Unless otherwise agreed between the Issuer and the Investor, the distribution of CP by the 
IPA, shall be effected on the IPA receiving a pay order or a Bankers Cheque issued by a 
bank participating in the Local Clearing House and the same shall be completed on or before 

II. 00 AM of that day; 

ii. If the CP being issued is to be held in dematerialized form, then 

a. The IPA bank will maintain separate Dmat accounts with Depository concerned and as stated 
in Clause 5 (iii) above; 

b. The Issuer will comply with and complete all Depository formalities including entering into 
tripartite agreement, appointment of registrar, etc.; 
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c. The Issuer shall also send to IPA the list of the allottees, value date of issuance, net amount 
to be received from each Investor, place of receipt of money, contact details of each Investor, 
ISIN of security, maturity date of security along with particulars of each Investor's DP Account 
as contained in the Deal Confirmation Note. The foregoing shall be communicated in writing 
and such letter shall be signed by an Authorized Signatory; 

d. The Issuer will first issue the CPs in physical form by issuing a jumbo usuance promissory 
note in favour of all the investors jointly and deliver the same to the IPA. IPA will give 
instructions to the registrar for creation of security in terms of the jumbo promissory note; 

e. The Issuer shall ensure that the registrar credits the security so created to the CP Allotment 
Account, so as to enable the IPA in turn, upon receipt of stated consideration or as provided 
for in sub-clause f) below, to transfer the same to the Investors; and 



f. Unless otherwise agreed between the Issuer and the Investor, the distribution of CP by the 
IPA shall be effected on the IPA receiving a pay order or a Banker's Cheque issued by a 
bank participating in the Local Clearing House and the same shall be completed on or before 
1 1 .00 AM of that day. IPA shall ensure credit of CP to the respective Dmat accounts of 
investor through CP Allotment Account. The consideration received shall be credited to the 
CP Account (Current Account) of the Issuer. 

3. The IPA shall simultaneously, with the issuance of the CPs to the Investors, arrange to send to the 
Investors, the IPA Certificate. If the CPs are issued in the physical form, then IPA Certificate shall comply 
with the provisions of Schedule III of the RBI Guidelines. If the CPs are issued in the form of a jumbo 
promissory note and then D-matted, then IPA Certificate shall comply with the provisions of Annexure III of 
the FIMMDA Guidelines. The IPA Certificate shall, inter alia, confirm to the Investors that: 

i. IPA has verified board resolution of the Issuer authorising the issue of CPs; 

ii. IPA has verified the original letter issued by the Credit Rating Agency containing the Credit Rating; 

iii. That IPA is holding the original jumbo promissory note against which electronic entry favoring the 
investor/s has been authorized by the Issuer and the IPA through the registrar/Depository; 

iv. Existence of arrangement (IPA) between the Issuer and itself including that this IPA Agreement 
continues to be valid and binding; 

v. noting of the current tranche of CP has been made on the original Credit Rating. 

4. The CPs shall be issued at a discount to the face value. Such discount rate shall be negotiated between 
the Issuer and the Investor and stated in the Deal Confirmation Note or determined on the basis of the bids 
received by the Issuer from the Investors. 



5. The CPs shall be stamped at the expense and cost of the Issuer in accordance with the provisions of the 
Indian Stamp Act, 1 899. The Issuer shall ensure that a distinctive ISIN code is given to the CP having 
Credit Support including any backstop facility and that the Credit Support would be available to IPA for 
redemption of CPs under the said ISIN. The Issuer shall, submit unconditional Credit Support Documents 
in respect of each such issue. 

6. In case of CPs being issued with Credit Support facility, then the Issuer shall ensure that: 
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i. the same is an unconditional Credit Support undertaking of a Scheduled Bank or a AIFI; 

ii. such Credit Support facility can also be invoked and be available to the IPA independently of the 
Issuer for redemption of the CPs; and 

iii. the same is submitted to the IPA in respect of each such issue and before the CPs in respect of 
such an issue are issued. 



i. The Issuer authorises the IPA to write the below mentioned legend on the face of the jumbo 
usuance promissory note so delivered by the Issuer to the IPA : 

"The Issuer has created electronic security against this Usuance Promissory Note with NSDL 
bearing ISIN No:— for the credit of Investors account with DPs stated in Issuers letter dated — and 
is accordingly not available for trade in the secondary market ." 

ii. Accordingly, the Issuer undertakes that in the event of request for rematerialisation, in full or part, 
the Issuer will issue a fresh promissory note in accordance with the prescribed procedure. The 
Issuer, therefore, expressly authorises the IPA to note on the jumbo promissory note that a 
promissory note as requested under the rematerialisation request has been issued and to state the 
amount of and person to whom such promissory note(s) has been issued. 

8. If the CPs are sought to be issued to any Non-resident including any Non-Resident Indians, then the same 
shall be done in accordance with the applicable regulations. If the CPs are sought to be issued to Foreign 
Institutional Investors, then the same shall be issued within the limits set for their investments by Securities 
and Exchange Board of India. 



9. The Issuer undertakes to arrange without fail to make clear payment of the maturity amount to the holder of 
the CPs on the date of its maturity, (without any days of grace) and if such date happens to be a holiday, to 
make arrangements for payment thereof on the immediate preceding working day. For this purpose, the 
Issuer shall remit the necessary funds into the CP Account. The holiday convention as well as provisions of 
section 25 of Nl Act would be with reference to the place of payment by the IPA of such CP. 

1 0. The Issuer hereby agrees with the IPA that, in case of inadequacy of funds in the CP Account on any given 
day, to redeem all the CPs due on that day, then the payment shall be made to the holder/s on first come 
first served basis and shall treat both physical CPs and CPs held through a Depository on a equal footing . 
However, no payment shall be made to any holder of CPs if the same has not been submitted or lodged for 
redemption in the manner prescribed. 

11. FEES 

i. In consideration of the IPA agreeing to act as an Issuing and Paying Agent for all issues of CPs that 
the Issuer may make while this Agreement is in force, the Company agrees to pay to the IPA 
simultaneously with each such issuance: 

a. A fee at the rate of % of the total amount of the FV of CP issued subject to a 

maximum of Rs. (Rupees only); and 

b. All such reasonable out of pocket and other expenses the IPA may have incurred for such 
issuance of CPs. 

ii. The Issuer shall, over and above the fees and amounts mentioned in i) above, shall also pay to the 

IPA a sum of Rs as annual commitment fees and all such reasonable out of pocket and other 

expenses that the IPA may have incurred under this Agreement including those incurred in 
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defending any action brought as a result of this Agreement. 

iii. Issuer undertakes to reimburse I PA in consideration of the transaction/custody fee paid by it to a 
Depository Participant and/or the Depository for securities held/transferred in CP Allotment 
Account / CP Redemption Account. 



1 2. The Company makes the following representations on the basis of which the IPA has agreed to act as an 
Issuing and Paying Agent: 

i. That the Issuer is duly incorporated and organized, validly existing and in good standing; 

ii. The Issuer has full power and authority to execute and deliver this Agreement having been duly 
authorized by the Board of Directors of the Company by their Resolution passed at a Meeting held 

on 2000-2001 which Resolution is in full force, valid and binding and has not 

been rescinded, modified or altered in any manner whatsoever; 

iii. The power of the Authorized Signatories under the said resolution to borrow under CP is limited to 

Rs. Crores and that the shareholders' consent under Section 293(1 )(d) of the 

Companies Act, if applicable, has been obtained and continues to remain valid; 

iv. That the Company has obtained a Credit Rating not lower than P2 from a Credit Rating Agency 
recognised and approved under the said Guidelines and registered with the Securities and 
Exchange Board of India and that the said Rating is current and not fallen due for review and the 
same is unconditional; 

v. That the borrowal account of the company is classified as Standard Asset with all financing 
Scheduled Bank/ AIFI; 

vi. The Balance Sheet of the Company for the year ended submitted to IPA is the latest audited 

balance sheet of the Issuer; 

vii. That the Tangible Net Worth of the Company is not less than Rs.4,00,00,000 (Rupees Four Crores 
Only) as per the latest audited Balance Sheet of the Company, which has been made available to 
the IPA; 

viii. That the Company agrees and confirms that it will be the sole responsibility of the Company to 
discharge the CPs after issue according to their tenor and that they constitute a duly valid and 
binding obligation on the Company; and 



ix. That the Company has complied with the procedural formalities as laid down in the Guidelines and 
has obtained all approvals as are necessary thereunder and is eligible for the exemptions as 
specified in the Guidelines, copies of which are delivered to the IPA and the Company confirms that 
all such approvals including corporate and statutory approvals and exemptions as are applicable to 
the issue of CP by the Company are current, valid and effective for such issue and its private 
placement. 

13. The Company agrees that the following representations shall be deemed to have been made by the 
Company 48 hours prior to the value date and it is on the basis of this, the IPA has agreed to act as an 
Issuing and Paying Agent for each such issue of CPs: 
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i. The representation contained in Clause 17) above shall be deemed to have been reproduced here; 

ii. That the amount sought to be raised by this issue together with the amount raised under previous 
issues of CPs which are still outstanding shall not on the date on which the CPs are issued under 
this issue exceed the limits fixed by the: 

a. Board and the issuer Company; and 

b. Credit Rating Agency at the time of issuing the Rating. 

iii. That the Company satisfies the requirements for issuing CPs and shall ensure compliance with the 
procedural formalities as laid down in the Guidelines. 

1 4. COVENANTS BY THE COMPANY 

i. This Agreement is limited and restricted to the issue of CP by the Company in accordance with the 
Guidelines; 

ii. That the Company shall not extend the tenure of any CPs on their maturity, unless the same is 
effected by way of a fresh issuance of CPs; 



iii. The Company agrees to furnish copies of its quarterly Financial Statements copies of its Annual 
Balance Sheet and Profit and Loss Account together with the Abridged versions thereof as required 
under law and further to respond fully and promptly to all reasonable requests for information 
concerning the Company and its operations made from time to time by the IPA, under this 
Agreement and shall not use it in any manner to make profit for itself; 

iv. The Issuer agrees to indemnify and keep the IPA indemnified and kept harmless from and against 
all liabilities, claims, damages, costs and expenses (including legal fees and expenses) relating to or 
arising out of or based upon any untrue statement or misrepresentation made by the Company on 
the basis of which the IPA was induced to act in the matter of issue of CPs by the Company and/or 
any action or omission under this Agreement so long as they are not caused by the gross 
negligence or willful misconduct of the IPA and its Officers and employees. 

v. The Issuer undertakes to inform the IPA of any changes made to the Credit Rating or of any other 
credit rating being issued or the Issuer or any of its obligations being put under rating watch. Such 
information and all the requisite details shall be conveyed to the IPA in writing and within 48 hours of 
the Issuer being made or becoming aware of the same. 

15. CONDITIONS PRECEDENT 

i. At or promptly following the execution of this Agreement and as a condition precedent to any 
obligations of the IPA hereunder, the Company shall furnish to the IPA the following Documents in 
form and substance satisfactory to the IPA: 

a. A certified copy of the Memorandum and Articles of Association of the Company; 

b. A certified copy of the Resolutions passed by the Board of Directors of the Company for the 
execution of this Agreement and for entering into other documents ancillary to and incidental 
to the above; and 
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c. An Opinion of the Company's Legal Counsel about the constitution of the Company and the 
various compliances made by the Company for being eligible to issue of CPs as per the said 
Guidelines. 

ii. 48 hours before the value date in respect of each issue of CPs and as a condition precedent to any 
obligations of the IPA hereunder, the Company shall furnish to the IPA the following documents in 
form and substance satisfactory to the IPA: 

a. Confirmation that there have been no amendments to the Memorandum and Articles of 
Association of the Company since the last certified copy of the same was submitted to the 
Company and if there are any such amendments, then a certified copy of the amended 
Memorandum and Articles of Association of the Company shall be submitted; 

b. Confirmation that the Credit Rating continues to be valid and has not been withdrawn; and 

c. Confirmation that the sum of the amount proposed to be raised along with the amounts 
borrowed will not exceed, on the day the CPs are issued, the limit specified in respect of 
short term borrowings in the Credit Rating / board resolution whichever is lower. 

1 6. The IPA shall hold in its custody, the originals of the following documents on behalf of the Investors: 

i. Credit Support Documents in original, if applicable; 

ii. Credit Rating letter (certified copy) and the original will be returned with suitable notings on face of 
Credit Rating letter with full particulars of issue etc.; 

iii. Certified Copy of Board Resolutions passed by the Board of Directors for execution of this 
Agreement and for entering into other documents ancillary to and incidental to the above; 

iv. Letter of Offer as amended from time to time; 

v. Certified copy of the Memorandum and the Articles of Association of the Company. 

1 7. Upon receipt from time to time, of written instructions from any one of the Authorised Signatories making 
specific reference to this Agreement, IPA will take the following action: 

i. Complete the issuance of CPs in accordance with such instructions as to amount, rate, date of issue 
and maturity date; 

ii. Countersign for the purpose of authenticating such CPs by one of the authorized representatives or 
designated officers designated by IPA for such purpose; and 

iii. Delivery of such CPs as provided for in this Agreement unless instructed otherwise by the Issuer. 



Provided that the IPA may refuse to issue CPs in the physical form to any Bank, Financial Institution, PD or 
SD unless such Scheduled Bank, Financial Institution, PD or SD, as the case may be confirms in writing to 
the IPA that it desires the CPs to be issued in a physical form. 

Provided further that if an Authorized Signatory specifies that the CP issuance is to be made in the 
dematerialized form, then such instructions must be in accordance with the normal book entry commercial 
paper program procedures of the Depository. 
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18. DELIVERY OF CP 

i. The Issuer confirms that in the event IPA is instructed to deliver the CP against payment, the 
delivery and receipt of payment may not necessarily be completed simultaneously and, IPA is 
hereby authorized to follow the prevailing custom, which is to deliver a CP to or for the account of 
the Investor; to receive a receipt for the delivery; and at a later time, but on the same day, after 
delivery has been verified, to receive payment in same day funds on the issue date, from the 
purchaser or his agent. Therefore, once IPA has delivered a CP, the Issuer shall bear the risk if the 
investor fails to remit payment for the CP or return the CP to IPA. Furthermore, IPA is not obligated 
to credit the Issuer's account the same day if payment for a CP is not received the same day. 

ii. If the CP is issued in dematerialized form, the electronic delivery and receipt of payment may not 
necessarily be completed simultaneously and, IPA is hereby authorized to follow the prevailing 
custom. 

19. REPORT TO RBI 

After the CPs are issued, the issuer shall ensure that it informs and files through the IPA with the Reserve 
Bank of India within three (3) days from the date of completion of the issue the necessary report as per the 
Guidelines and ensure that it contain the details specified in Annexure II. 

20. REDEMPTION 

The IPA shall be nodal point for the redemption of the CP on the maturity date. The Issuer shall make 
available sufficient funds for the redemption of CP. If the CP is in dematerialized form, then redemption 
shall take place as under: 

i. The Investors/holder shall credit the CP to the 'CP Redemption Account' of the IPA one working day 
before the maturity date and also give written instructions to IPA for payment of the redemption 
proceeds of the CP to the holder; 

ii. The IPA settles the CP, subject to the availability of funds in the CP Account, as per the instructions 
of the Investors. The CP shall be extinguished by the DP /registrar on maturity date upon receipt of 
instruction for extinction through IPA. The Registrar/NSDL shall not complete the debit corporate 
actions in respect of such ISIN without written instructions from the IPA. 

21 . PAYMENT ON MATURITY 

i. IPA agrees to effect payment on the Issuer's behalf of each CP presented on maturity date at the 
counters to of IPA, duly discharged (in case of physical), as done currently, or deposited into the CP 
Redemption Account, of IPA one working day before the maturity of the CP. Payment will be made 
by IPA by debiting the 'CP account' maintained with IPA for the maturity value of such CPs. IPA 
would cancel each such CP so paid, in case of physical CPs with appropriate notations of payment 
and in case of CPs submitted through Depository channel write to DP / registrar to extinguish such 
CPs; 

ii. When any CP which has matured for payment as per the date of maturity (without days of grace) as 
mentioned in the CP, is presented by the holder thereof to the IPA in the manner provided for in this 
Agreement, the IPA shall not be bound to pay the amount due under the CP to the holder thereof, 
unless sufficient funds are made available by the Issuer in the CP Account or arrangements are 
made by the Issuer separately from its own resources or with a Credit Support provider for making 
payment on the date of maturity of the CP, of which due notice shall be given by the Issuer to the 
IPA two (2) Clear Business Days prior to the due date of maturity of the CPs; 



iii. If such payment is arranged by the Issuer separately through its own resources, the CP Account of 
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the Issuer should be credited with the maturity value of the CP sufficiently in advance of the due 
date of maturity so as to enable the IPA to honour the CP when presented by the holder thereof on 
the date of maturity (without days of grace). 

iv. If the payment is arranged by way of Credit Support, then the Issuer shall so ensure and arrange 
with the Scheduled Bank/AIFI providing the Credit Support that the CP Account is credited with the 
maturity value of the CP sufficiently in advance of the date of maturity of the CP so as to enable the 
IPA to honour the CP when presented by the holder thereof on the date of maturity (without days of 
grace). 

v. In any event, if the date of maturity falls on a Holiday, then arrangements should be so made by the 
Issuer as to enable the IPA to make payment of the Maturity Value of the CP on the immediate 
preceding Working Day. 



22. DEFAULT NOTIFICATION 

The IPA shall, in case of default in payment by the Issuer, notify promptly such default to the Investors. The 
IPA, not being in the position of a Trustee, is not required to seek recovery from the issuer or initiate any 
action against the Issuer or on behalf of the investors. 

23. CANCELLATION OF CP (PHYSICAL) 

After payment is made on the CP to the holder thereof and if the CP is held in the physical form, the IPA 
shall cancel the CP presented for payment with suitable remark under its signature as "redeemed on" on 
face of the CP and return the cancelled CP to the Issuer. 

24. INSTRUCTIONS 

The Issuer understands that all instructions, whether by E-mail or in writing (including facsimile), are to be 
directed to IPA /Bank Department. 



25. Instructions given or delivered by or in writing must be received completely by the IPA by — a.m. / p.m., if 
the CPs are to be delivered and credit received the same day. In the event a discrepancy exists between 
the Facsimile/Email and written instructions, or in the absence of receiving written instructions, telephonic 
instructions as understood by IPA, will be deemed the controlling and proper instructions unless contrary 
notice is received by the Bank/ Department of IPA prior to the taking of any action. 

26. ISSUER'S AUTHORISED SIGNATORIES 

The Issuer shall get the CPs/Jumbo CPs as the case may be, duly stamped and executed and forward 
them to the IPA together with papers stated in this IPA agreement. At the first issue, the Issuer shall submit 
incumbency certificate listing the names of the Issuer's Authorised Signatories together with specimens of 
their signatures. Until IPA receives a subsequent incumbency certificate from the Issuer, IPA shall be 
entitled to rely on the last such certificate delivered to it for purposes of determining the Issuer's Authorised 
Signatories. IPA shall not have any responsibilities to the Issuer to determine by whom or by what means 
the facsimile signature may have been affixed on the Certificated Notes, or to determine whether any 
facsimile or manual signature is genuine, if such facsimile or manual signature resembles the specimen 
signatures filed with IPA by a duly Authorised Signatories. Any instruction bearing the manual or facsimile 
signature of an Authorised Signatories and duly attested in a certificate of incumbency by the Company 
Secretary on the date such signature is affixed shall bind the Issuer, notwithstanding that such individual 
shall have died or shall have otherwise ceased to hold office on the date when the IPA acts upon such 
instructions. 
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27. INSTRUCTIONS AND INFORMATION 

Each instruction given by the Issuer to the IPA shall constitute a representation and warranty to the IPA by 
the Issuer that the issuance and delivery of the CPs have been duly and validly authorized by the Issuer 
and that the CPs when completed and delivered will constitute a legal, valid and binding obligation of the 
Issuer and that the Appointment of the IPA to act for the Issuer has been duly authorized by all necessary 
corporate action of the Issuer. 

28. RECORD AND REGISTER 

The IPA shall maintain complete Records and a Register containing full particulars of the CPs issued by 
the Issuer, ISIN wise the date / dates of issue of the CPs, the names of the Investor(s), the place of issue, 
the total amount for which they are issued, the denominations in which they are issued, (in case of 
physicals) the maturity value of the CPs, the place where payment is to be made on maturity, the 
particulars of Credit Support, the date of maturity of the CPs the name of the holder who presents the CPs 
for payment and the particulars of payment made on the CPs to the holder, whether by the Issuer through 
its own resources or by any Credit Support provider, the fees, costs and expenses being shown separately, 
the date/s when the CPs are cancelled and the date/s when they are returned to the Issuer in case of 
physicals. Upon the reasonable request in writing of the Issuer, the IPA shall promptly provide to the Issuer 
with information about the aforesaid particulars. 

29. Any notices to be given to the Issuer may be made or given by leaving the same at or posting the same by 
Registered Post in an envelope addressed to the Issuer and at its Registered Office and any Notice to be 
given to the IPA may be made or given by leaving the same or posting the same by Registered Post in an 
envelope addressed to the IPA and at the concerned Office of the IPA and every such Notice shall be 
deemed to be served, as the case may be, at the place at which it is left or at the time at which it would 
have been delivered in the ordinary course of post at such Registered Office of the Issuer or such 
concerned Office of the IPA. 



30. MODIFICATIONS 

This Agreement shall not be altered, modified, amended, supplemented or terminated in any manner 
whatsoever except by a written instrument signed by both the Parties hereto. 



31. ASSIGNMENT 

This Agreement is not assignable by either party without the consent of the other Party. 

32. TERMINATION 

i. The agreement shall be valid up to ( Date ) 

ii. Before any further issuance of CP is issued by the Issuer, this Agreement is terminable at the 
volition of either Party by two (2) Clear Business days written notice. Such termination shall not be 
effective in respect of any outstanding CPs. 

iii. In the event of the Issuer having committed breach of any procedure contained herein or in the 
event any of the Representations made by the Issuer is detected subsequent to the Issue of CP to 
be untrue, false or misleading, then the IPA shall take such remedial steps as may be deemed 
necessary at that time in order to protect the interest of the holders and the IPA may terminate this 
agreement but such termination shall not be effective in respect of any outstanding CPs. 

33. DISPUTE RESOLUTION 
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[To be negotiated between the Parties] 
34. JURISDICTION 

[To be negotiated between the Parties] 

IN WITNESS WHEREOF the Common Seal of the Issuer has been hereunto affixed and the Issuing 
and Paying Agent has caused these presents to be executed by its Authorised Official the day 
month and year first hereinabove written. 

The Common Seal of ) 

withinnamed Limited ) 

pursuant to the authority ) 

granted by the Resolution of the Board of ) 

Directors passed ) 

on the day of ) 

2001 , hereunto affixed in the ) 
presence of Shri ) 

and Shri ) 

Directors of the Company / and ) 

Shri ) 

Secretary of the Company / the ) 
Authorised Official by the Board ) 
In that behalf who have signed ) 
These presents in token thereof ) 
SIGNED, SEALED AND DELIVERED ) 

BY THE WITHINNAMED ) 

BANK, THE ISSUING ) 

AND PAYING AGENT BY MR. ) 

, BEING THE ) 

PERSON AUTHORISED IN THAT ) 
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BEHALF. ) 

DATED THE DAY OF 2001 ) 

LIMITED. 

Schedule- V 



Specimen Copy STAMP DUTY 
============= APPLICABLE UNDER 

Sr No: INDIAN STAMP ACT, 1899 
Xyz LTD 



(NAME OF ISSUING COMPANY/INSTITUTION) 
Issued at Mumbai Date of issue : 01 .07.2001 
(PLACE) 

Date of Maturity : 01 .01 .2002 without days of grace 

(If such date happens to fall on a holiday, payment shall be made on the immediate preceding working day) 
For value received xyz Ltd hereby 

(NAME OF THE ISSUING COMPANY/INSTITUTION 

* 

promises to pay (A ndhra BankJCICI Bank Ltd & IDBI Bank Ltd) or their order 

(NAME OF INVESTOR) 

UPON maturity date as specified above the sum of Rs. 10,00,000,000/- 

( Rupees One Hundred Crores only ) upon presentation and surrender of the Commercial Paper at ABC Bank 

Mumbai 

Note the below mentioned wording should appear within the marked 
block "Issuer has created electronic security against the UPN with 
NSDL (depository) bearing ISIN Number for the credit of investors 

account with DPs stated in Issuers letter dated ... and this document 
is not available for trade in secondary market" 
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(NAME OF ISSUING AND paying agent) 

For and on behalf of xyz LTD. 

NAME OF THE ISSUING COMPANY/INSTITUTION 
AUTHORIZED SIGNATORY 
Andhra Bank - 10.00 cr 
ICICI Bank - 80.00 cr. 
IDBI Bank - 10.00 cr 
Total Rs. 100.00 crs * 

For xyz Ltd. (AUTHORIZED SIGNATORY) 

* In above case stamp duty on FV Rs. 100.00 Crs applicable for 6 months CP would be required to be affixed 

Schedule - VI 
ISSUE OF COMMERCIAL PAPER (CP): 
LETTER OF OFFER 

PART I 

PROPOSED DATE OF ISSUE : TENOR : DUE DATE* : 
ISSUE REFERENCE : ISIN CODE : 
ISSUE SIZE (Maturity Value) : 
CREDIT RATING : ISSUED BY : 

• DATE OF RATING : 

• VALIDITY: 

• FOR AMOUNT: 

• CONDITIONS (if any) : 

CREDIT SUPPORT (if any) : 

• DESCRIPTION OF INSTRUMENT : 

• AMOUNT: 

• ISSUED BY: 
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• IN FAVOUR OF : ISSUER OF CP / HOLDERS OF CP 

• CONDITIONS IF ANY : 

ISSUING AND PAYING AGENT : (name and address) 
MARKET CONVENTIONS : FIMMDA CONVENTIONS 
SUPPORTING BOARD RESOLUTION : Dt. 
TOTAL CP OUTSTANDING (as on date) : 

* Issuer's liability under the CP will continue beyond due date, in case the CP is not 
redeemed on due date, even if the CP is in d-mat . 

NAME AND ADDRESS OF ISSUER : 

LINE OF BUSINESS : 

CHIEF EXECUTIVE : 

(MANAGING. DIRECTOR / PRESIDENT..) 
GROUP AFFILIATION (if any) : 

FINANCIAL SUMMERY LAST q.e./h.y.e. LAST y.e. PREVIOUS y.e 

• EQUITY 

• NET WORTH 

• INVESTMENT IN 

SUBSIDIARIES/AFFILIATES 

• TOTAL DEBT OUTSTANDING 

-SHORT TERM (< 1 YEAR) 
-OTHER DEBT 

• GROSS INCOME 

• OPERATING PROFIT (PBITD) 

• GROSS PROFIT (PBTD) 

• NET PROFIT (POST TAX) 

AUDIT QUALIFICATIONS (if any) : 
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AUTHORISED SIGNATORY OF THE ISSUER 
DATE 

ORIGINAL / AUTHENTICATED COPY OF ANY DOCUMENT RELATED TO ABOVE 
INFORMATION WILL BE MADE AVAILABLE TO THE INVESTORS ON REQUEST 

Schedule -VII 

DEAL CONFIRMATION / CONTRACT NOTE 

DATE OF CONTRACT : 

CP (MATURITY VALUE) : RS. DUE DATE * : 

PRICE : RS. DISC. RATE :% pa 

ISSUE REFERENCE : ISIN CODE : 

CREDIT RATING : ISSUED BY: 

• DATE OF RATING : 

• VALIDITY: 

• FOR AMOUNT: 

• CONDITIONS (if any) : 

CREDIT SUPPORT (if any) : 

• DESCRIPTION OF INSTRUMENT : 

• AMOUNT: 

• ISSUED BY: 

• IN FAVOUR OF : ISSUER OF CP / HOLDERS OF CP 

• CONDITIONS IF ANY : 

ISSUING AND PAYING AGENT : (name and address) 

* Issuer's liability under the CP will continue beyond due date, in case the CP is not 
redeemed on due date, even if the CP is in d-mat . 

SELLER OF CP : 

PURCHASER OF CP : 

SETTLEMENT INSTRUCTIONS 
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• VALUE DATE 

• FUNDS -PLEASE CREDIT TO (ACCOUNT DETAILS) / 

ISSUE PA Y ORDER FVG. FOR AMOUNT RS. 

• CP -PLEASE DELIVER TO (DP ACCOUNT DETAILS) 

MARKET CONVENTIONS : FIMMDA CONVENTIONS 

THE DEAL IS DONE BY 

(ON BEHALF OF SELLER) MR./MS. 

(ON BEHALF OF PURCHASER) MR./MS. 

ON (TRADE DATEJ AT (TIME) OVER PHONE / IN PERSON 

NO RECOURSE IS AVAILABLE TO THE PURCHASER OF CP AGAINST PREVIOUS HOLDERS 

OF THE CP. 

THIS CONTRACT NOTE IS EXECUTED BY 

(ON BEHALF OF SELLER OF CP) (ON BEHALF OF PURCHSER OF CP) 
NOTE: ISSUER IS THE SELLER OF CP IN CASE OF PRIMARY MARKET DEAL. 

Annexure V 

Calculation of Broken Period Interest 

In case of Central Government, State Government and other Approved SLR Securities the day count convention 
followed by Indian Money Market for calculation of Broken Period Interest is 30/360. Within 30/360 day count 
convention there are 2 methodologies: 

1 ) American 30/360 

2) European 30/360 

Some Market Players follow American 30/360 while others follow European 30/360. Thus, the Broken Period 
Interest and the gross consideration differ depending on the method followed for calculation of Broken Period 
Interest. The price difference gives rise to disputes. Its members referred some such disputes to FIMMDA in the 
past. The matter was taken up by us with RBI and after discussions RBI has come out with a procedure to be 
followed. 

The NDS system would also follow the same methodology for calculation of Broken Period Interest. 
To clarify the position we give below some examples for reference of Market Participants. 
The following is the text of RBI's letter on this issue. 

With the introduction of Negotiated dealing System (NDS) in the Government securities market, the consideration 
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amount corresponding to a transaction will be derived in the system itself on the basis of agreed price between 
the parties involved. Following method would be applied for automatic calculation of broken period, from the last 
coupon payment date till the date of settlement, in case of transactions in dated securities, since the accrued 
interest for that period is included in the consideration amount derived by the system. 

a. Broken period will be calculated on 30 days per month and 360 days per year basis. 

b. 31 st day of the month, wherever exists, will be treated as 30 th i.e for a deal done on 30 th or 31 st day of the 
month and the broken period will be 29 days for that month. 



c. 28 th February (or non-leap years) or 29 th February (on leap years) will be treated as any other day of the 
month i.e for a deal done on 28 th February (on non-leap years) and 29 th February (on leap years) the 
broken period will be 27 days and 28 days respectively for that month of February. 





Last Coupon Payment 
Date 


Date of Settlement for sale/purchase 
transaction 


Rrnkpn Pprinrl 


a) 


28th July 


14th August 


July - 3 days 




Aug - 1 3 days 
Total - 1 6 davs 


b) 18th September 


31st October 


Qon . 1 Q Ha\/c 
Oc|J I O Udyb 




Oct - 29 davs 
i oiai - °rd. ciays 


c) 23rd February |5th March 


Feb - 8 days 




Mar - 4 days 
Total - 12 days 


|d) 6th January 


28th February (Non-Leap Year) 


Jan - 25 days 




Feb - 27 days 
Total - 52 days 


e) 28th February |1 7th March 


Feb - 3 days 




Mar - 1 6 days 
Total - 1 9 days 


f) 28th February 


28th February 


Total - 0 days 




29th February 


Total - 1 day 


1st March 


Total - 3 days 








g) 22 nd December 29th February (Leap Year) 


Dec - 9 days 




Jan - 30 days 
Feb - 28 days 
Total - 67 days 


|h) 


29th February 


19th April 


Feb - 2 days 
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(Leap Year) |Mar - 30 days 




Apr - 1 8 days 
Total - 50 days 


|i) |ol st August l^nd Uctober 


Aug - 1 day 




Sep - 30 days 
Oct - 21 days 
52 days 


\\ ct Aunimt <?t Aunimt 


Total - 0 rlav/Q 


k) 30th August |22nd October 


Aug - 1 day 




Sep - 30 days 
Oct - 21 days 
52 days 



Annexure VI: 

Investment portfolio of banks - Transactions in securities -Conditions subject to which securities 
allotted in the auctions for primary issues can be sold 

i. The contract for sale can be entered into only once by the allottee bank on the basis of an authenticated 
allotment advice issued by Reserve Bank of India. The selling bank should make suitable noting/ stamping 
on the allotment advice indicating the sale contract number etc. the details of which should be intimated to 
the buying entity. The buying entity should not enter into a contract to further resell the securities until it 
actually holds the securities in its investment account. 

ii. The contract for sale of allotted securities can be entered into by banks only with entities maintaining SGL 
account with Reserve Bank of India for delivery and settlement on the next working day through the 
Delivery versus payment (DVP) system. 

iii. The face value of securities sold should not exceed the face value of securities indicated in the allotment 
advice. 

iv. The sale deal should be entered into directly without the involvement of broker/s. 

v. Separate record of such sale deals should be maintained containing details such as number and date of 
allotment advice, description and the face value of securities allotted, the purchase consideration, the 
number, date of delivery and face value of securities sold, sale consideration, the date and details of actual 
delivery i.e SGL Form No., etc. This record should be made available to Reserve Bank of India for 
verification. Banks should immediately report any cases of failure to maintain such records. 

vi. Such type of sale transactions of government securities allotted in the auctions for primary issues on the 
same day and based on authenticated allotment advice should be subjected to concurrent audit and the 
relative audit report should be placed before the Executive Director or the Chairman and Managing 
Director of the Bank once every month. A copy thereof should also be sent to the Department of Banking 
Supervision, Reserve Bank of India Central office, Mumbai. 

vii. Banks will be solely responsible for any failure of the contracts due to the securities not being credited to 
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their SGL account on account of non-payment / bouncing of cheque etc. 



Annexure VII: Clarifications regarding tax treatment of deep discount bonds and STRIPS (Separate 
Trading of Registered Interest and Principal of Securities) Circular No. 2/2002, dated 15-2-2002 



CIRCULAR NO. 21 2002 

F.No.1 49/235/2001 -TPL 
Government of India 
Ministry of Finance 
Department of Revenue 
Central Board of Direct Taxes 
New Delhi, the 15 th February. 2002 
To, 

All the Chief Commissioners/Directors General of Income-tax. 
Subject:- Tax treatment of deep discount bonds and STRIPS - reg. 

A review of the tax treatment of income arising from Deep Discount Bonds has been under consideration in the 
Board for some time. The Board had earlier clarified by way of certain letters issued to the Reserve Bank of India 
and others that the difference between the bid price (subscription price) and the redemption price (face value) of 
such bonds will be treated as interest income assessable under the Income-tax Act. On transfer of the bonds 
before maturity, the difference between the sale consideration and the cost of acquisition would be taxed as 
income from capital gains where the bonds were held as investment, and as business income where the bonds 
were held as trading assets. On final redemption, however, no capital gains will arise. It was further clarified that 
tax would be deducted at source on the difference between the bid price and the redemption price at the time of 
maturity. 

2. Such tax treatment of Deep Discount Bonds, however, has posed the following problems: 

(i) Taxing the entire income received from such a bond in the year of redemption as interest income gives rise to a 
sudden and huge tax liability in one year whereas the value of the bond has been progressively increasing over 
the period of holding. 

(ii) Where the bond is redeemed by a person other than the original subscriber, such person becomes taxable on 
the entire difference between the bid price and the redemption price as interest income, since he is not able to 
deduct his cost of acquisition from such income. 

(iii) A company issuing such bonds and following the mercantile system of accounting may evolve a system for 
accounting of annual accrual of the liability in respect of such a bond and claim a deduction in its assessment for 
each year even though the corresponding income in the hands of the investor would be taxed only at the time of 
maturity. 

(iv) Taxing the entire income only at the time of maturity amounts to a tax deferral. 
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3. The matter has now been examined in consultation with the Reserve Bank of India and the Ministry of Law. 
The practice followed in several countries outside India has also been examined. With a view to remove the 
anomalies in the existing system of taxation of income from Deep Discount Bonds, and to formulate a system 
which is more in line with international practice, the Board have decided that such income may hereafter be 
treated as follows. 

4. General Treatment: 

Every person holding a Deep Discount Bond will make a market valuation of the bond as on the 31 st March of 
each Financial Year (hereafter referred to as the valuation date) and mark such bond to such market value in 
accordance with the guidelines issued by Reserve Bank of India for valuation of investments. For this purpose, 
market values of different instruments declared by the Reserve Bank of India or by the Primary Dealers 
Association of India jointly with the Fixed Income Money Market and Derivatives Association of India may be 
referred to. 

4.1 The difference between the market valuations as on two successive valuation dates will represent the 
accretion to the value of the bond during the relevant financial year and will be taxable as interest income (where 
the bonds are held as investments) or business income (where the bonds are held as trading assets). 

4.2 In a case where the bond is acquired during the year by an intermediate purchaser (a person who has 
acquired the bond by purchase during the term of the bond and not as original subscription) the difference 
between the market value as on the valuation date and the cost for which he acquired the bond, will be taxed as 
interest income or business income, as the case may be, and no capital gains will arise as there would be no 
transfer of the bond on the valuation date. 

5. Transfer before maturity: 

Where the bond is transferred at any time before the maturity date, the difference between the sale price and the 
cost of the bond will be taxable as capital gains in the hands of an investor or as business income in the hands of 
a trader. For computing such gains, the cost of the bond will be taken to be the aggregate of the cost for which the 
bond was acquired by the transferor and the income, if any, already offered to tax by such transferor (in 
accordance with para 4 above) upto the date of transfer. 



5.1 Since the income chargeable in this case is only the accretion to the value of the bond over a specific period, 
for the purposes of computing capital gains, the period of holding in such cases will be reckoned from the date of 
purchase/subscription, or the last valuation date in respect of which the transferor has offered income to tax, 
whichever is later. Since such period would always be less than one year, the capital gains will be chargeable to 
tax as short-term capital gains. 

6. Redemption: 

Where the bond is redeemed by the original subscriber, the difference between the redemption price and the 
value as on the last valuation date immediately preceding the maturity date will be taxed as interest income in the 
case of investors, or business income in the case of traders. 

6.1 . Where the bond is redeemed by an intermediate purchaser, the difference between the redemption price and 
the cost of the bond to such purchaser will be taxable as interest or business income, as the case may be. For 
this purpose, again, the cost of the bond will mean the aggregate of the cost at which the bonds were acquired 
and the income arising from the bond which has already been offered to tax by the person redeeming the bond. 

7. STRIPS 

Apart from original issue of Deep Discount Bonds, such bonds can also be created by 
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"stripping", i.e. the process of detaching the interest coupons from a normal coupon bearing bond and treating the 
different coupons and the stripped bond as separate instruments or securities ("strips")capable of being traded in 
independently. Such a mechanism, referred to as STRIPS (Separate Trading of Registered Interest and Principal 
of Securities) creates instruments which are in the nature of Deep Discount or Zero Coupon Bonds from out of the 
normal interest bearing bonds. Accordingly, the tax treatment of the different components of principal and interest 
created by such stripping will be on the same lines as clarified in the preceding paragraphs in respect of Deep 
Discount Bonds. 

7.1. The process of stripping of a normal interest-bearing bond into its various components will not amount to a 
transfer within the meaning of the Income-tax Act as it merely involves the conversion of the unstripped bond into 
the corresponding series of STRIPS. Similarly, the reconstitution of STRIPS to form a coupon bearing bond will 
not amount to a transfer. 



8. Tax deduction at source: 

The difference between the bid price of a deep discount bond and its redemption price, which is actually paid at 
the time of maturity, will continue to be subject to tax deduction at source under section 193 of the Income-tax 
Act. Under the existing provisions of that section, no tax is deductible at source on interest payable on 
Government securities. Further, the Central Government is empowered to specify any such bonds issued by an 
institution, authority, public sector company or cooperative society by way of notification, exempting them from the 
requirement of tax deduction at source. 

9. Option to investors: 

Considering the difficulties which might be faced by small non-corporate investors in 

determining market values under the RBI guidelines and computing income taxable in each year of holding, it has 
further been decided that such investors holding Deep Discount Bonds upto an aggregate face value of rupees 
one lakh may, at their option, continue to offer income for tax in accordance with the earlier clarifications issued 
by the Board referred to in para 1 above. 

10. The contents of this Circular may be brought to the notice of all the officers working in your 
region. 

Yours faithfully, 
( Batsala Jha Yadav ) 
Under Secretary (TPL-IV) 
Tel: 3013212 



Annexure VIII 



Investment port-folio of banks-Transactions in securities Aggregate contract limit for individual brokers - 
clarifications 



Sr. 
No. 


Issue Raised 


Response 
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1. 


The year should be calendar year or 
financial year? 


Since banks close their accounts at the end 
of March, it may be more convenient to 
follow the financial year. However, the 
banks may follow calendar year or any other 
period of 12 months provided, it is 
consistently followed in future. 


2. 


Whether the limit is to be observed with 
reference to total transactions of the 
previous year as the total transactions of 
the current year would be known only at 
the end of the year? 


The limit has to be observed with reference 
to the year under review. While operating 
the limit the bank should keep in view the 
expected turnover of the current year which 
may be based on turnover of the previous 
year and anticipated rise or fall in the 
volume of business in the current year. 


3. 


Whether to arrive at the total transactions 
of the year, transa-ctions entered into 
directly with counter parties i.e. where no 
bro-kers are involved would also be 
taken into account? 


Not necessary. However, if there are any 
direct deals with the brokers as purchasers 
or sellers the same would have to be 
included in the total transactions to arrive at 
the limit of transactions to be done through 
an individual broker. 


4. 


Whether in case of ready forward deals 
both the legs of the deals i.e. purchase 
as well as sale will be included to arrive 
at the volume of total transactions? 


Yes. This is, however, only theoretical as 
R/F transactions in Govt, securities are now 
prohibited except in Treasury Bills and 
specified Govt. Securities 


5. 


Whether central loan/state loan/ treasury 
bills etc. purchased through direct 
subscriptions/auction will be included in 
the volume of total transactions? 


No, as brokers are not involved as 
intermidiaries. 


6. 


It is possible that even though bank 
considers that a particular broker has 
touched the prescribed limit of 5% he 
may come with an offer during the 
remaining period of the year which the 
bank may find it to be to its advantage as 
compared to offers received from the 
other brokers who have not yet done 
business upto the prescribed limit. 


If the offer received is more advantageous 
the limit for the broker may be exceeded, 
the reasons therefor and approval of the 
competent authority/Board obtained post 
facto. 


7. 


Whether the transaction conducted on 
behalf of the clients would also be 
included in the total transactions of the 
year? 


Yes. If they are conducted through the 
brokers. 


8. 


For a bank which rarely deals through 
brokers and consequently the volume of 
business is small maintaining the 
brokerwise limit of 5% may mean splitting 
the orders in small values amongst 
different brokers and there may also 
arise price differential. 


There may be no need to split an order. If 
any deal causes the particular broker's 
share to exceed 5% limit, our circular 
provides the necessary flexibility inasmuch 
as Board's post facto approval can be 
obtained 


9. 


During the course of the year it may not 
be possible to reasonably predict what 
will be the total quantum of transactions 


The bank may get post facto approval from 
the Board after explaining to it the 
circumstances in which the limit was 
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through brokers as a result of which there 
could be deviation in complying with the 
norm of 5%. 


exceeded. 


10. 


Some of the small private sector banks 
have mentioned that where the volume of 
business particularly the transactions 
done through brokers is small the 
observance of 5% limit may be difficult. A 
suggestion has therefore been made that 
the limit may be required to be observed 
if the business done through a broker 
exceeds a cut-off point of, say Rs. 1 0 
crore. 


As already observed, the limit of 5% can be 
exceeded subject to reporting the 
transactions to the competent authority post 
facto. Hence, no change in our instructions 
are considered necessary. 
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